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FULL COMITTEE HEARING ON 
U.S. TRADE POLICY AND 
SMALL BUSINESS 


WEDNESDAY, JUNE 13, 2007 

U.S. House of Representatives, 

Committee on Small Business, 

Washington, DC. 

The Committee met, pursuant to call, at 10:00 a.m., in Room 
2360 Rayburn House Office Building, Hon. Nydia Velazquez 
[Chairwoman of the Committee] presiding. 

Present: Representatives Velazquez, Gonzalez, Larsen, Michaud, 
Cuellar, Moore, Clarke, Ellsworth, Chabot, Akin, Davis, and Jor- 
dan. 

OPENING STATEMENT OF CHAIRWOMAN VELAZQUEZ 

ChairwomanVELAZQUEZ. I’m pleased to call the Committee’s first 
hearing this session on U.S. trade policies to order. 

The country is currently facing many decisions concerning how 
we engage in global trade. New international commitments are 
being considered, such as free trade agreements with countries in 
Latin America and Asia, as well as with World Trade Organization 
members. 

Congress is also considering reauthorizing the President’s trade 
promotion authority which expires this month. Further, new re- 
sources are being proposed to help Americans adapt to global mar- 
ket integration through the reauthorization of the Trade Adjust- 
ment Assistance Act. 

Designing this nation’s trade strategy should incorporate a key 
source of competition and innovation in international markets and 
small businesses. U.S. businesses have experienced mixed results 
as our economy has become integrated with those of foreign coun- 
tries. Benefits from these changes include increased availability of 
foreign goods and vast new markets for businesses to access. Since 
2002, however, the nation’s annual trade deficit has been rising to 
unprecedented levels, growing over 15 percent per year. This im- 
balance is largely attributed to a flood of imports which has re- 
sulted in many U.S. industries losing their position as global lead- 
ers. 

Small businesses can help reverse some of the unfortunate 
trends caused by global integration and increase its benefits. Small 
businesses represent 97 percent of all export enterprises and domi- 
nate many industries that sell goods abroad. Entrepreneurs are 
also successful in meeting the challenges of a free market. Highly 
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innovative, and flexible, they are capable of adjusting to the dy- 
namic needs of consumers. 

However, these firms face barriers in maintaining a significant 
share of domestic and global markets. They are hit with higher 
costs for overseas transactions and domestic production. As a re- 
sult, small business companies generate less than one third of ex- 
port revenues and confront stiff competition from low-cost pro- 
ducers. 

Given their contributions, it is critical that small businesses are 
considered in this nation’s trade strategy and that obstacles to 
their competitiveness are removed. The first step is to incorporate 
their interests in the negotiation and implementation of trade poli- 
cies. It is not enough for trade commitments to open markets. They 
must also be accessible for all U.S. businesses. 

Prioritizing small businesses in regional and world trade agree- 
ments requires mandated market access to the sectors in which en- 
trepreneurs participate. It also involves providing trade facilitation 
measures and ensuring information is available to cost effectively 
market and transfer goods abroad. 

As unfair trade practices continue, such as intellectual property 
violations, and import dumping, U.S. enforcement must be 
strengthened, harmonizing rules and fairly enforcing them helps 
level playing fields for small firms. Addressing unfair trade bal- 
ances such as the U.S. -China deficit which increased by 12 percent 
since March ensures small businesses remain competitive, both 
globally and at home. 

A comprehensive trade strategy must ensure that as we open our 
doors to foreign competition our firms remain strong. U.S. trade 
policies should create a modern framework that ensures businesses 
can access markets freely. Domestic assistance programs such as 
those administered by the federal agencies here today are key com- 
ponents of this framework. Related assistance such as that con- 
tained in the National Export Strategy and the Trade Adjustment 
Assistance Program will ensure small businesses can take advan- 
tage of new markets. 

Small firms play a crucial role in promoting the global competi- 
tiveness of our country’s industry. Including them in the process of 
developing U.S. trade strategy will support the growth of this na- 
tion’s economy as well as reduce the trade deficit. Effective policies 
and enforcement will ensure this nation remains the global leader. 
By doing so, we will make sure the benefits of trade are more wide- 
ly distributed to not only businesses, but also to more of our na- 
tion’s communities. 

I now recognize Ranking Member Chabot for his opening re- 
marks. 


OPENING STATEMENT OF MR. CHABOT 

Mr. Chabot. Thank you. Madam Chairwoman, and thank you for 
holding this important hearing on the impact of United States 
trade practices on small businesses. I’d like to welcome our distin- 
guished panel of witnesses, especially Ken Seilkop, who is a con- 
stituent of mine, and a small business owner back in the greater 
Cincinnati area. One of the responsibilities of this Committee is to 
examine efforts to increase small business access to global markets. 
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including initiatives to reduce excessively burdensome administra- 
tion and legal requirements, promote free markets, support mar- 
ket-oriented reforms and determine how current programs are 
working or whether change is needed. 

Our economy is robust and the most dynamic in the world, partly 
because we are so engaged in global trading. Exports generate eco- 
nomic activity that boosts our entire domestic economy. And ex- 
ports create jobs, good paying jobs, and across a very diverse port- 
folio of sectors which increase prosperity throughout our states and 
communities, supplement the revenue base and fund critical local 
improvements. 

Exporting is big business for small firms. In Ohio, for example, 
trade supports 1.2 million jobs or 18.3 percent of all Ohio jobs, 
many of which are export driven. Trade, particularly, benefits 
Ohio’s small and medium size companies. In 2004, 88 percent of all 
Ohio exporters were small or medium size firms. In addition, U.S. 
small businesses need imports of raw materials, capital goods and 
industrial products used to manufacture goods here in the United 
States to remain competitive. 

This year. Congress may consider four pending free trade agree- 
ments or FTAs and we have the opportunity to work in a bipar- 
tisan way to accomplish renewed trade promotion authority which 
will be essential to complete Doha Round. These efforts will help 
to reduce trade barriers and to ensure open markets to American 
products for all businesses, but especially for small companies that 
need the stability of negotiated agreements to create new trade in 
agriculture, manufacturing, and services. And I hope that the Of- 
fice of the United States Trade Representative focus on WTO en- 
forcement cases including on intellectual property and subsidies 
will help large and small businesses here at home to compete fair- 
ly- 

The federal government assists small exporters through a num- 
ber of programs, but studies indicate that few exporting manufac- 
turers rely on government programs for export sales assistance. A 
recent National Federation of Independent Business poll showed 
that just 9 percent relied on the Department of Commerce’s Inter- 
national Trade Administration for help, and only 4 percent con- 
tacted the Small Business Administration. Our barriers for small 
and medium size businesses that trade remain. 

The potential for small firms who export and import is almost 
limitless. I strongly support free trade agreements and believe we 
must do all that we can to help America’s small businesses, the 
generators of jobs and the engine of our economy to remain com- 
petitive and to grow through trade. However, in our very tight 
budget environment. I’m somewhat skeptical about funding in- 
creases for federal programs, so I look forward to hearing from our 
panel of expert witnesses about new and innovative ways we can 
expand trade relations and keep our small businesses competitive. 

Madam Chair, I yield back the balance of my time. 

ChairwomanVELAZQUEZ. Thank you, Mr. Chabot. And now we 
have our first panel and I welcome you for being here this morning 
and I thank the other witnesses who will participate in the second 
panel, some of them who traveled from long distance to be here 
this morning. 
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Our witness is Ms. Tiffany Moore. Ms. Moore is the Assistant 
U.S. Trade Representative for Intergovernmental Affairs and Pub- 
lic Liaison at the Office of the U.S. Trade Representative. She leads 
domestic average efforts to state and local governments, the busi- 
ness and agriculture communities, labor, environmental, and con- 
sumer goods. 

Ms. Moore, you have five minutes to make your presentation. 

STATEMENT OF TIFFANY M. MOORE, ASSISTANT USTR FOR 

INTERGOVERNMENTAL AFFAIRS AND PUBLIC LIAISON, OF- 
FICE OF THE U.S. TRADE REPRESENTATIVE 

Ms. Moore. Thank you very much. Madam Chairwoman and I 
appreciate the opportunity to participate in today’s hearing. 

Office of the USTR or the Office of the U.S. Trade Representative 
is responsible for developing and coordinating international — 

ChairwomanVELAZQUEZ. Ms. Moore, can you bring the micro- 
phone closer to you? 

Ms. Moore. Is that better. Thank you. The Office of the U.S. 
Trade Representative is responsible for developing and coordi- 
nating U.S. international trade policy. Our work aims at increasing 
exports by expanding market access for American goods and serv- 
ices abroad and securing a level playing field for American work- 
ers, farmers, and businesses of all sizes in overseas markets. 

Simply put, USTR negotiates, implements, and enforces trade 
agreements and works with our partner agencies, many at the 
table here today, to help small businesses walk through those mar- 
kets. Small business is truly the backbone of the U.S. export port- 
folio. American small businesses benefit when we expand U.S. ac- 
cess to consumers and households abroad who want to buy and 
enjoy U.S. products. In fact, 97 percent of all U.S. exporters are 
small businesses accounting for more than a quarter of U.S. goods 
exports. Even the smallest of U.S. businesses are big players in 
global markets. According to the Department of Commerce, more 
than two thirds of U.S. exporters had fewer than 20 employees. 

Under the leadership of Ambassador Susan C. Schwab, the Office 
of the U.S. Trade Representative is committed to reducing trade 
barriers so that American small businesses can succeed in the 
world market. The Department of Commerce and USDA work to 
make sure that small business is trade ready. 

Our trade agenda is uniquely attune to helping small businesses 
by lowering the cost of selling to customers overseas, minimizing 
risks in foreign markets, insisting on intellectual property rights 
protection and enforcement, and protection for U.S. investors and 
small business owners by promoting the rule of law. 

Small and medium size businesses have great potential for ex- 
porting their sales overseas, but the costs of doing business over- 
seas if often too high for small firms. As a 2004 Small Business Ad- 
ministration report found, for those companies who wished to take 
advantage of the international market place, the large, fixed costs 
associated with exporting are so high that they serve as an impedi- 
ment and in fact, serve as a barrier to exporting. 

Small businesses need markets to be open and easy to navigate 
which is why the U.S. has concluded free and fair trade agree- 
ments around the world. Where large companies can take on the 
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financial burden, manage their risk, and employ the necessary 
human capital to create new export opportunities abroad, small 
business owners frequently do not have these resources. 

The U.S. trade agenda is crafted to meet this challenge by fur- 
ther honing American competitiveness by ensuring access to for- 
eign markets for our goods and services, ensuring our manufactur- 
ers have access to the world’s inputs and that our consumers have 
access to the best available products. USTR has pursued this agen- 
da on three mutually conducive tracks including global negotiations 
within the World Trade Organization, regional and bilateral free 
trade negotiations with numerous partners, and stewardship of the 
multi-lateral trading system through establishment and enforce- 
ment of an agreed-upon set of rules. 

Impediments to small business are addressed further in my writ- 
ten testimony, however, I would note that our multi-lateral nego- 
tiations and free trade agreements address the needs of small busi- 
ness by opening markets, eliminating non-tariff barriers such as li- 
censing and Customs procedures, reducing transaction costs, in- 
creasing transparency, and enforcing intellectual property rights. 

To be clear, trade agreements are our single best tool for creating 
a level playing field for U.S. small business by addressing all of 
these barriers. Within the negotiations at the World Trade Organi- 
zation and the Doha Round, breaking down barriers in a multi-lat- 
eral setting among 150 member countries will create the greatest 
benefit in easing the cost of doing businesses for small businesses 
that sell abroad and use inputs from partners around the world. 
Within our bilateral and regional trade agreements, free trade 
agreements concluded by the United States represent the gold 
standard across the globe as our free trade agreements level the 
playing field for American exporters. 

This approach has netted agreements close to home in Latin 
America and Chile and with our six CAFTA DR countries and now 
with Peru, Colombia, and Panama, awaiting congressional approval 
of implementing legislation. 

It has enhanced our trading terms in Asia through agreements 
with Singapore and Australia and prospectively with a recently 
concluded FTA with Korea, our seventh largest goods trading part- 
ner. 

Additionally, it’s clear that the export that this market opening 
efforts of FTR are bearing fruit. Exports to our FTA partners are 
growing twice as fast as our exports to non-FTA countries. Addi- 
tionally, FTA has implemented between 2001 and 2006, negative 
$13 billion U.S. trade surplus with trade agreement partners last 
year; and lastly, jobs that are supported by trade and goods exports 
by 13 to 18 percent higher than those not supported by exports. 

On the issue of enforcement, the U.S. trade agenda recognizes 
the pressure created from a growing and increasingly competitive 
global economy and enforcement has been and continues to be a 
critical piece of the U.S. trade agenda. I know there is a lot of men- 
tion and concern about our developing relationship with China. We 
have also devoted considerable attention to enforcement with re- 
gard to China and now that China has completed its transition as 
a member of the WTO, we have moved into a mature relationship. 
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In the last year, we’ve brought several cases against China; last 
year, unfair Chinese charges on U.S. auto parts exports. In Feb- 
ruary of this year, we brought a case against China subsidy pro- 
grams. These subsidy programs unfairly impact U.S. manufactur- 
ers, especially small businesses and their workers. Most recently, 
USTR requested two sets of dispute settlement consultations with 
China on deficiencies and intellectual property rights and enforce- 
ment and market access barriers that trade in books, music, videos, 
and movies. 

I would also note that the United States was the first country 
to initiate a WTO disputes settlement against China and for all of 
these high profile disputes of the WTO against China, there are 
numerous enforcement priorities that are being achieved through 
quiet and on-going bilateral mechanisms such as joint commerce 
and Joint Committee on Commerce and Trade and the Strategic 
Economic Dialogue. 

We have a unique and historic opportunity for the trade agenda 
still ahead and we look forward to working with the Congress in 
that endeavor. With pending FTAs, with Peru, Colombia, Panama, 
and Korea, and also the bipartisan deal which opens the door for 
an extensive trade promotion authority, it’s important that we 
work together with the Congress. 

To conclude, trade is good business for America’s small busi- 
nesses and producers and we are committed to leveling the playing 
field. Thank you. 

[The prepared statement of Ms. Moore may be found in the Ap- 
pendix on page 56.] 

ChairwomanVELAZQUEZ. Thank you, Ms. Moore. 

Our next witness is Mr. Israel Hernandez. Mr. Hernandez is the 
Assistant Secretary for Trade Promotion and Director General of 
the U.S. and Foreign Commercial Service in the International 
Trade Administration of the Department of Commerce. He overseas 
the global operation of more than 1,700 employees, both American 
and in countries staffed operating in 47 states and 80 countries. 

Welcome. 

STATEMENT OF ISRAEL HERNANDEZ, ASSISTANT SECRETARY 

FOR TRADE PROMOTION AND DIRECTOR GENERAL OF THE 

U.S. AND FOREIGN COMMERCIAL SERVICE, INTERNATIONAL 

TRADE ADMINISTRATION, DEPARTMENT OF COMMERCE 

Mr. Hernandez. Madam Chairwoman, Members of the Com- 
mittee, thank you for the opportunity today to discuss Inter- 
national Trade Administration’s efforts to strengthen and support 
American small business and I would ask that my written testi- 
mony be submitted for the record. 

American small and medium size companies are at the heart of 
our programs in the International Trade Administration and in the 
U.S. and foreign commercial service, particularly the one which I 
cam privileged to lead. In my 20 months on the job, I have met 
with hundreds, if not thousands, of small companies in our domes- 
tic and overseas offices that you just mentioned and our call cen- 
ters that we have here in Washington, our web reporter which 
reaches thousands and gets over a million hits, our partnerships at 
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the state and local level and the private partnerships and our 
inter-agency collaboration are all directed to help small and me- 
dium size companies succeed in overseas markets, and given the 
competitive pressures in today’s global economy, I believe our mis- 
sion has never been more important. 

U.S. exports are at an all-time high. We have never exported 
more than we do today. In 2006, exports grew faster than imports 
and accounted for a growing share of the U.S. economy. Export 
growth is most impressive in major emerging markets such as 
China, India, and Brazil, and the markets of our new ETA trading 
partners. 

Small businesses alone account for the 7 percent increase in the 
number of exporters in 2002. We have 14,000 new small and me- 
dium size companies that export, that never exported before. A 
major reason for this good news is that there has never been a bet- 
ter time to export. A growing consumer class that is developing 
around the world, new trade agreements, technology, and new busi- 
ness services are making exporting viable for small companies. 

Free trade agreements are particularly important because it de- 
mocratizes international trade. It allows small companies to now 
enter the playing field like large companies and they benefit from 
reduced tariffs, enhanced rule of law, and transparency to cut regu- 
latory red tape. Technology, and specifically, e-commerce is a pow- 
erful factor that helps small companies reach out into the world 
with over one billion potential customers on line today. 

And improvements in the global services from companies like 
FedEx and UPS are also making trade easier. The commercial 
service is doing its part to help American companies take advan- 
tage of all these trends and I want to briefly touch on a few high- 
lights. Last year, the U.S. and foreign commercial service helped 
12,000 export successes worth $32 billion. Our export specialists in 
Harlem, in our office in Kenya, were instrumental in helping a 
company. Leviathan, sell four large trucks in Djibouti valued at 
$250,000 and for them, it was a big sale. 

In our fiscal year 2006, our advocacy center successfully com- 
pleted a record $39 billion of U.S. contents in support of U.S. bids 
on major projects. The first half of this year in fiscal year 2007, the 
United States Department of Commerce has conducted 11 trade 
missions with hundreds of U.S. companies including small and me- 
dium size that attended these trade missions. 

In addition, we have supported 15 certified trade missions by cit- 
ies and mayors, by governors and states, in groups like the Na- 
tional Association of Women Business Owners. But despite the 
good news, tens of thousands of small and medium size companies 
throughout the United States that could potentially export their 
product or services are not. The challenge for everyone in this room 
is to raise the awareness on Main Street USA and how do we con- 
vince a company who never before has strategically thought about 
exporting to get into the game and to understand what resources 
are available to them. 

Many companies have never thought about strategically export- 
ing and still many today hold outdated notions that there are risks 
and difficulties to exporting much like years before but the climate 
has changed. Many are also not aware of healthy economic growth 
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in regions all around the world, and many, simply put, have no 
idea where to start or how to start. 

Our plan for addressing this challenge is outlined in the National 
Export Strategy. The goal is to deepen and to broaden our strategic 
partnerships with state and local governments, US trade associa- 
tions and corporations that provide export-related services like 
FedEx and UPS and strategic partners like eBay and Google, PNC 
Bank, and Imaging Bank where we’re reaching thousands more 
companies than we would otherwise. 

We also have a plan called a 50-50 plan where we reached out 
to all 50 Mayors, all 50 Governors, the Mayors of the 50 largest cit- 
ies and over 50 trade associations, encouraging them to work with 
us to lead trade missions or to conduct trade seminars. In May of 
this year, we came here to Capitol Hill and we invited all Members 
of Congress and staff to join us for a forum and to host it so that 
we can have trade seminars in your Districts and we have over 80 
attend this conference here on Capitol Hill. 

We are doing this because we know that small businesses are the 
backbone of our nation’s prosperity and as businesses grow, they 
also create more jobs. We have, and we will continue to work to get 
more companies to enter into the global marketplace and the com- 
mercial service is the premiere front-line trade agencies that help 
companies enter foreign markets and understand opportunities 
that are out there for them. We take our mission very seriously. 
We’re very passionate and we have an unwavering commitment in 
fulfilling this challenge. 

Madam Chairwoman, this concludes my prepared statement and 
I’ll be pleased to answer any questions following the testimony of 
my colleagues. 

[The prepared statement of Mr. Hernandez may be found in the 
Appendix on page 64.] 

ChairwomanVELAZQUEZ. Thank you, Mr. Hernandez. 

Our next witness is Mr. Kirk Miller. Mr. Miller, is the General 
Sales Manager in the Foreign Agricultural Service of the U.S. De- 
partment of Agriculture. He oversees the Foreign Agriculture Serv- 
ice Export Promotion, Marketing and Trade Analysis, Export Cred- 
it Programs and USDA Food Aid activities. 

Welcome, sir. 

STATEMENT OF W. KIRK MILLER, ASSOCIATE ADMINISTRATOR 

AND GENERAL SALES MANAGER, FOREIGN AGRICULTURAL 

SERVICE, U.S. DEPARTMENT OF AGRICULTURE 

Mr. Miller. Good morning. Madam Chairwoman, and Members 
of the Committee. I appreciate the opportunity to discuss the U.S. 
Department of Agriculture’s export assistance efforts for small 
business. The Department, through the Foreign Agricultural Serv- 
ice, works diligently to help small-scale U.S. producers, processors 
and exporters compete in agricultural trade. 

In addition to our Washington-based staff, the Agency maintains 
a network of more than 70 offices overseas that provide critical 
market and policy intelligence, respond quickly in cases of market 
disruption and represent all of our interests in consultations with 
foreign governments. Trade continues to be critically important to 
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the long-term economic health and prosperity of the American food 
and agricultural sector. Roughly 20 percent of U.S. agricultural 
production is exported. And with productivity increasing faster 
than domestic demand, 95 percent of the world’s consumers living 
outside the United States, it’s clear that access to export markets 
is essential for the continued vitality of this important sector. 

The latest USDA export forecast of $77.5 billion for Fiscal Year 
2007 means that the U.S. food and agricultural community is on 
track for its fourth consecutive year of record exports. USDA esti- 
mates that U.S. world market share is almost one fifth of world ag- 
ricultural trade. This is particularly impressive when you consider 
that the size of the world agricultural trade pie has doubled since 
1990. U.S. agricultural trade benefits the entire U.S. economy. In 
2005, which is the last year for which we have official data, each 
farm export dollar stimulated another $1.64 in business activity. So 
the 2005 export figure of $62.9 billion produced an additional 
$103.2 billion in economic activities. 

Agricultural exports also supported 806,000 full-time jobs, includ- 
ing 455,000 in the nonfarm sector. Our core objective in FAS con- 
tinues to be the expansion and maintenance of overseas opportuni- 
ties for U.S. agriculture. To do this, FAS focuses its activities in 
three areas. First, we work to expand market access through the 
negotiation of new bilateral, regional, and multi-lateral trade 
agreements that lower tariffs and reduce trade impediments. FAS 
provides the critical analysis, policy advice and a voice at the nego- 
tiating table to help ensure U.S. agriculture achieve substantial 
benefits in trade negotiations. 

Our activities to maintain existing market access continue to 
grow in importance. We monitor foreign compliance with trade 
agreements and coordinate with other trade and regulatory agen- 
cies to develop strategies to avoid or reverse trade disruptive ac- 
tions. That may involve using the extensive expertise of other parts 
of the U.S. Department of Agriculture, or other U.S. non-govern- 
ment agencies, many of which are at the table here today, to re- 
solve complex technical issues that restrict trade. It may be some- 
thing simpler like educating U.S. exporters about a country’s new 
labeling requirements. 

Our third area of emphasis is trade development. The congres- 
sionally authorized market access program plays an instrumental 
role in our effort to assist American producers and processors in 
competing internationally. All companies receive funding from FAS 
on a cost-share basis through non-profit trade organizations and 
four state regional trade groups comprised of State Departments of 
Agriculture. 

Each partnerships combine the resources of the private sector 
and the State Departments of Agriculture with program and finan- 
cial of USDA to expand exports of U.S. agriculture products and to 
educate companies in export marketing. This program has helped 
small businesses succeed in the export arena. Total export sales for 
small companies participating in the map branded program grew 
from $218 million in 2001 to $492 million in 2005. 

The small number or, excuse me, the number of small companies 
reporting that their export sales had grown more than 20 percent 
doubled during the 2001 to 2005 time period, going from 134 to 
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322. We have first-hand knowledge of how the map program has 
helped small businesses. As a matter of fact, Aladdin Bakers, Inc., 
based in Brooklyn, New York, in the Chairwoman’s District, suc- 
cessfully leveraged support from a state regional trade group and 
the map branded program to develop its export markets. 

Before participating in the program, the company had minimal 
sales in Canada. Now according to Paul Kasdindorf, the firm’s vice- 
president of sales and marketing, we estimate in the next year will 
have a million dollars in sales to Quebec alone. The company has 
also started to exporting to other countries, including the Domini- 
can Republic. 

Another way that we help small businesses, including — excuse 
me — another way we help small businesses is by sponsoring their 
participation in trade missions. Since 2003, FAS has sponsored 11 
trade and investment missions. Within the past 12 months, I per- 
sonally have led two of them; one to Georgia last year, and just last 
month one to Azerbaijan. The mission to Georgia had six compa- 
nies that were looking at business opportunities, but were con- 
cerned about risk, but as a result of the trip, two companies have 
announced business deals. Nine U.S. companies joined me in Azer- 
baijan last month. They met with the Azeri government officials 
and prospective business partners and exhibited their products at 
a trade show in Baku, Azerbaijan. 

Madam Chairwoman, in just the next 60 minutes, about $7.8 
million in U.S. agricultural products — grains, oil seeds, cotton, beef, 
poultry, vegetables, snack foods, you name it, will be consigned for 
export to foreign markets. That’s what this nation’s producers and 
processors export on average every hour, 24 hours a day, 365 days 
a year to more than 180 countries around the world. A growing 
proportion of that is coming from our nation’s small businesses. 

As small businesses look to the growing export market in addi- 
tion to the maturer domestic market, we must make sure that the 
opportunities to take advantage of these markets are there. 

Madam Chairwoman, that concludes my testimony. Thank you. 

[The prepared statement of W. Kirk Miller may be found in the 
Appendix on page 71.] 

ChairwomanVELAZQUEZ. Thank you, Mr. Miller. 

Our next witness, Mr. Richard Ginsburg. Mr. Ginsburg is the 
Acting Assistant Administrator for International Trade of the U.S. 
Small Business Administration. He administers the Agency’s inter- 
national finance programs and outreach assistance centers across 
the country. 

Mr. Ginsburg, you will have five minutes and without objection, 
your entire testimony will be entered into the record as well as the 
other witnesses. 

STATEMENT OF RICHARD GINSBURG, ACTING ASSISTANT AD- 
MINISTRATOR FOR INTERNATIONAL TRADE, U.S. SMALL 

BUSINESS ADMINISTRATION 

Mr. Ginsburg. Thank you. Chairwoman Velazquez, Ranking 
Member Chabot, and Members of the Committee, thank you for in- 
viting me to testify about SBA’s Office of International Trade and 
the work we are doing to promote, assist, and train small busi- 
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nesses as they grow into the international marketplace. It is a 
pleasure to appear before you today to speak about what I believe 
is one of the most exciting programs in SBA, and one of the most 
promising areas for U.S. small businesses, international trade. 

International trade is rapidly increasing in importance for the 
U.S. economy. In 2006, the U.S. experienced a record level of ex- 
ports — $1.5 trillion. Millions of jobs are associated with inter- 
national trade. Small business is a big part of this, accounting for 
$375 billion of exports, more than $1 billion a day. 

International trade, exports plus imports, is now so important to 
the U.S. economy that it is equivalent to 28 percent of GDP, the 
highest level in modern history. Last year, exports grew four times 
faster than the economy as a whole, continuing a trend that began 
earlier in the decade. This means that as America’s economy pie 
grows, the international trade share is getting larger. The bottom 
line is this — exporting is the new growth market for small busi- 
nesses. 

As an international office in a domestic agency, the Office of 
International Trade is able to work with the rapidly growing num- 
ber of U.S. small business exporters and support the government’s 
international commercial policy objectives. OIT’s policies benefit do- 
mestic business concerns, international trade and economic policy 
and even the nation’s diplomatic interests. As the international of- 
fice of the Government’s Small Business Agency, OIT is often ex- 
pected to go beyond direct assistance to individual small businesses 
and participate in government-wide activities that contribute to 
U.S. international, commercial trade and economic policies. 

With small business accounting for almost 30 percent of total 
U.S. exports, SBA’s perspective is increasingly recognized as crucial 
to U.S. international trade, economic and diplomatic concerns. In 
addition to providing assistance to small businesses, SBA often 
complements the roles of other agencies, such as the Departments 
of Commerce and State. Ultimately, however, all U.S. international 
affairs efforts, whether carried out on a small scale in OIT or on 
a larger scale in the State Department, serve just one domestic 
beneficiary — the citizens of the United States. 

SBA is also an original member of the Inter-agency Trade Pro- 
motion Coordinating Committee, as well as a member of the Presi- 
dent’s Export Council. The purpose of the TPCC is to coordinate 
the export promotion and financing activities of the U.S. govern- 
ment and develop a government-wide strategic plan for carrying 
out such programs. Small businesses are typically at a competitive 
disadvantage, with large or multi-national companies when it 
comes to trading internationally. 

They do not have foreign affiliates, dedicated international de- 
partments, legal staffs, or economies of scale. Therefore, SBA and 
Commerce’s International Trade Administration both focus on a 
system small and medium-sized businesses to reach export mar- 
kets. Technical assistance with respect to participating and inter- 
national market is a key component of our service delivery. This in- 
cludes one-on-one counseling by U.S. Export Assistance Center per- 
sonnel, export technical assistance partnership training, as well as 
informational and training material via the web. 
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Through its trade finance programs, SBA helps exporters carry 
out their export transactions. Under the Export Working Capital 
Program, which finances the short-term export working capital 
needs of small businesses, loans could be made for single trans- 
actions or multiple deals under revolving line of credit. SBA can 
guarantee up to 90 percent of an EWCP loan. We also oversee the 
International Trade Loan Program for long-term financing, and ex- 
port express which reduces paperwork and streamlines the applica- 
tion and review process for EWPC loans of up to $250,000. 

In 2004, SBA and the Export-Import Bank entered into a memo- 
randum of understanding to establish a co-guarantee program for 
export work in capital loans, extended by financial institutions to 
small businesses engaged in exporting. By complementing each 
other, both agencies have achieved improved efficiencies, better 
customer service, and increased productivity benefiting small bio- 
sciences. We work closely with the USTR to provide a small busi- 
ness perspective for bilateral and multilateral trade negotiations 
and represent U.S. small business concerns at the Asia-Pacific Eco- 
nomic Cooperations Annual SME Ministers meeting, and its staff 
level SME working group. 

OIT works closely with the State Department and others to ad- 
vance the summit of the Americas process. OIT is also committed 
to developing relationships that can help promote and facilitate 
small business trade. The goal of these efforts its to bring U.S. 
small businesses together with potential partners in the inter- 
national marketplace. Eor example, OIT manages strategic alli- 
ances with foreign governments small business agencies, such as 
those of Mexico, Brazil, Chile, China, and Korea. The focus of these 
relationships is creating and facilitating opportunity for small busi- 
ness trade. 

Since I know my time is limited, I would just mention that the 
written statement, which I submitted to the Committee, highlights 
a number of the OIT accomplishments for Eiscal Year 2006. On the 
service delivery side of our operations, we expect to see an in- 
creased demand for U.S. exports and for small business demand for 
SBA’s export programs. Our goals are to respond to this trend by 
approving our export finance products. 

We will continue helping represent the United States at multilat- 
eral international organizations concerned with small business 
international trade. We also anticipate taking a more prominent 
role in the industry trade advisory committee, including Com- 
merce’s Small Business Advisory Committee. 

Specifically, SBA, through the Office of International Trade will 
continue its mission to encourage, support, and manifest both the 
increasing number of small businesses going global, and their suc- 
cessful export transactions through SBA’s credit and technical as- 
sistance programs. Thank you for the opportunity to testify before 
the committee today, and I do look forward to answering any ques- 
tions that you may have. 

[The prepared statement of Mr. Ginsburg may be found in the 
Appendix on page 77.] 

ChairwomanVELAZQUEZ. Thank you, Mr. Ginsburg. 
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Ms. Moore, I would like to address my first question to you, not 
my colleague here. In my opening statement, I make reference to 
the fact that 97 percent of all exporters are small businesses. And 
yet, they generate less than one-third of export revenues. I would 
like to ask you, I know there are 22 Assistant U.S. Trade Rep- 
resentatives, but none are dedicated to small business concerns. 
Can you explain that? 

Ms. Moore. Thank you for the opportunity to answer. I think 
that the issues of small business are very cross-cutting within 
USTR, and so there are several different offices that are able to fa- 
cilitate in reducing those trade barriers. We have an industry office 
that works on tariff barriers, of course, and then we have intellec- 
tual property rights. So while we are able to harness all of their 
expertise to make sure that we are looking out for small business, 
given its cross-cutting nature, we like the opportunity to pull folks 
from all around the building. 

With regard to our negotiations and free trade agreements, I 
think I’ve mentioned — I may have mentioned in my testimony how 
larger companies are able to kind of finagle their way around regu- 
lations or have a human capital to try to get into new markets. The 
opportunities in our free trade agreements allow is for us to create 
a level playing field when it comes transparency, opening new mar- 
kets, which are a specific assistance to small businesses that may 
not have those resources. 

So we believe at USTR that we have the capacity to make sure 
that we addressing small businesses, and we also take every oppor- 
tunity to talk with small businesses. We work very closely with the 
Department of Commerce, within their International Trade Advi- 
sory Committees, specifically ITAC 11, to make sure that we are 
getting input on our trade agreements for small business. 

ChairwomanVELAZQUEZ. Okay, I hear you. So you don’t feel that 
given the important role that small businesses can play in our 
economy by exporting our goods, you don’t feel that the there 
should be a person, at the USTR official to be the voice of small 
businesses? 

Ms. Moore. I believe given the importance of small businesses to 
our export portfolio that it should take the resources of everyone 
at USTR to pitch in and support. 

ChairwomanVELAZQUEZ. Can you explain why USTR previously 
employed a staff member to identify small business trade position. 
Is this position currently filled? 

Ms. Moore. It’s not currently fulfilled. The person that had that 
position — 

ChairwomanVELAZQUEZ. When will it be? 

Ms. Moore. Actually, we’re working with our colleagues at the 
Department of Commerce and also SBA to see if we could find 
someone and use the talent within the Foreign Commercial Service 
to see if we can get someone within their core to specifically ad- 
dress the issues since they’ve actually been in country — 

ChairwomanVELAZQUEZ. Are you going to do that before we final- 
ize trade agreements that are pending? 

Ms. Moore. I’m hoping very much that we can find someone as 
soon as possible. 



14 


ChairwomanVELAZQUEZ. Mr. Ginsburg, the SBA has established 
agreements with small business officials in other countries. In 
what specific ways has the Agency followed up with these agree- 
ments? I could give you one example. The agreement with India’s 
Ministry of Small-Scale Industry. 

Mr. Ginsburg. Yes, ma’am. The strategic alliances that SBA en- 
gages with foreign countries, small business agencies, is two-fold. 
They first come to us because they want to use our best practices 
to otherwise make attempts to stimulate the development and 
growth of their own SME sector. We agree in principle to that con- 
cept because the sooner foreign country’s small businesses become 
acclimated to doing business successfully, the sooner they become 
trading partners of U.S. small companies. 

With respect to India, the agreement that we have done is that 
we are currently collaborating and bringing small business to- 
gether through the embassy that we work with here, their min- 
istry, and with our agency in bringing some people together to dis- 
cuss trade opportunities. 

ChairwomanVELAZQUEZ. Okay, my question is in what specific 
ways has the agency followed up with these agreements? 

Mr.GiNSBURG. Well, with all of our agreements we follow up by 
working with the foreign representatives in the commercial service 
offices of the embassies. We have our partners on foreign soil. We 
are developing — we have done video conferencing together. We 
have brought small businesses together in different forums, some 
in concert with the Department of Commerce. 

ChairwomanVELAZQUEZ. I would ask you to provide the Com- 
mittee with details of this effort and updates on any new agree- 
ments. 

Mr.GiNSBURG. We can do that. 

ChairwomanVELAZQUEZ. Ms. Moore, given the limited resources 
of small businesses, it is clear that they have more difficulties en- 
gaging in international transactions than their corporate counter- 
parts. Beyond the general harmonization of Customs requirements, 
what specific provisions are included in trade agreements to ensure 
small businesses can access newly opened markets. 

Ms. Moore. Thank you for the opportunity to answer. Specifi- 
cally, first and foremost our free trade agreements and multi-lat- 
eral negotiations reduce tariffs, which actually work as an added — 
pardon me — as an added tax on small businesses and U.S. prod- 
ucts. Again, non-tariff barriers, such as inconsistent Customs pro- 
cedures, lack of transparency, and burdensome paperwork, we 
work very hard within our free trade agreement to reduce that. 

Also, transaction costs. There are always a number of issues and 
paperwork again that limit the opportunity for small businesses to 
understand all that is involved in getting into an export market. 
Also, we make sure that we create greater transparency, in fact, 
to try to navigate into a new market, a lot of the regulations are 
not accessible through the website. There isn’t a one place to go 
when trying to enter these markets. So what we do within our ETA 
is to make sure that we have greater transparency. 

Another important thing that we do within our free trade agree- 
ments is increasing the respect for the rule of law, and making 
sure that U.S. small business owners have investment protection 
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so that if they choose to take on the risk of investing or exporting 
their products that they have some protections. Also, I think one 
of the most important things for small businesses is making sure 
that their intellectual property rights are enforced and protected 
within these new rnarkets. 

ChairwomanVELAZQUEZ. A major export barrier for small firms 
is the physical presence requirement, and this is the mandate that 
companies maintain an office within a country in order to sell to 
their market. For example, the pending trade agreement with Ma- 
laysia requires engineering service firms to be located for at least 
half of a year in the country in order to be licensed for projects. 
So this is a big burden for small companies. Can you talk to us if 
there is a way to assist these small exposure. Would the USTR 
commit to negotiating these provisions out of future free trade 
agreements? 

Ms. Moore. Thank you for the opportunity to speak on the nego- 
tiations between the U.S. and Malaysia. Unfortunately, given time 
restrictions and the expiration of trade promotion authority, we 
stopped negotiations with Malaysia. Those were on-going and so 
the latest information probably on Malaysia was the negotiations 
that we weren’t able — 

ChairwomanVELAZQUEZ. Ma’am, I used example of the pending 
free trade agreement with Malaysia, but this is true with other 
trade agreements. So my question is a general question regarding 
the negotiation of free trade agreements and a commitment that 
this provision of requiring the small companies to at least have an 
office in those foreign countries for at least six months will be our 
future trade negotiations. 

Ms. Moore. We look forward to working with the Congress to 
look into that issue with any extension of trade promotion author- 
ity to make sure that those issues are addressed. 

ChairwomanVELAZQUEZ. And let me ask you, don’t you think 
that such a concern like that in terms of the regulatory complex- 
ities of these free trade agreements could have been prevented if 
you have a USTR representing small businesses in your shop? 

Ms. Moore. I think we have the adequate resources to make sure 
that we’re addressing a number of issues. Again, I meet regularly 
with our small business ITAC and they raised important issues 
that we need to incorporate in our negotiations. They have the 
privilege of being able to look at the U.S. text, the actual foreign 
FTA text and give us guidance and advice on changes that are nec- 
essary. 

ChairwomanVELAZQUEZ. Now I thank you. I recognize Ranking 
Member, Mr. Chabot. 

Mr.CHABOT. Thank you very much. Madam Chair, and I’ll begin 
with you, Ms. Moore, so if I can. Congress has the opportunity to 
renew trade promotion authority this year. How optimistic are you 
that Congress is going to be able to accomplish that and how im- 
portant is it that we do that? 

Ms. Moore. Thank you for the opportunity to answer. Trade pro- 
motion authority is something that’s extremely important, espe- 
cially within our negotiation portfolio. I would note that we have 
been able to negotiate free trade agreements since 2001 and the 
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FTA partners that we have had since 2001, we actually have a $13 
billion trade surplus, so if we’re looking at opportunities to address 
perhaps trade deficits, our FTAs are one of the ways that we can 
address that. 

Without trade promotion authority we are unable to begin or con- 
tinue negotiations, an extension of trade promotion authority will 
be extremely important if we find a way for it on Doha. It’s the 
best way to bring benefits to small businesses if we’re able to nego- 
tiate tariff reductions with all 150 members of the World Trade Or- 
ganization. If we sought to start new negotiations with the coun- 
tries, we would not be able to unless there’s an extension of trade 
promotion authority and I would note that most Presidents have 
had some form of trade promotion authority since 1974 and every 
President and every Administration seeks and wants trade pro- 
motion authority. 

Mr.CHABOT. Thank you, and let me follow up with one other 
question with you, if I can. In his testimony, in his written testi- 
mony that I’ve already had an opportunity to review, one of the 
witnesses on the next panel who I mentioned before, Mr. Seilkop 
from my area in Cincinnati, Ohio, he addresses the challenges of 
competing against Chinese manufacturers and we’ve had an oppor- 
tunity to speak, he and I, about this issue, both in my office and 
back at his business back home and about this many times. 

And I think his view is shared by many other small manufactur- 
ers and other folks around the country. Could you tell us what 
USTR is doing or will do in the future to vigorously monitor China 
to ensure that it abides by its trade agreements and WTO obliga- 
tions? 

Ms. Moore. Yes, thank you for the opportunity to answer. As 
many know, China acceded to the World Trade Organization in 
2001. After five years in the WTO, the United States conducted a 
top to bottom review of China’s commitments that they made dur- 
ing the accession to see where they were. In the areas where there 
were progress, we encouraged more progress. In the areas where 
there weren’t, we were not afraid to use the dispute settlement 
process within the World Trade Organization and I think you’ll 
find in the last year, in the areas where negotiations and bilateral 
discussions were not fruitful, we have been very vigorous in taking 
several cases to the WTO and I would add the United States was 
the first country to actually take a case against China. 

We have several in the area of subsidies, which I think is prob- 
ably what is of concern to small businesses. We have begun dispute 
settlement consultations with the Chinese, specifically on import 
substitution subsidies and export subsidies. In one case, in one 
facet, just bringing the case against China, have them eliminate 
one of the nine subsidies that we have understood and the WTO 
sees as inconsistent and not WTO compliant. So we will continue 
to go after these subsidies and we will continue to go after China. 

Mr.CHABOT. Thank you. Mr. Hernandez, if I could turn to you in 
the time I have remaining. In your experience, what elements of 
trade policy have the greatest positive impact and what’s the best 
way to eliminate trade barriers? 
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And secondly, you mention that free trade agreements are par- 
ticularly important for small businesses. Could you elaborate on 
why they’re so critical to small businesses? 

Mr. Hernandez. Yes, thank you so much for the opportunity to 
speak on that. I think when you speak about an opportunity for a 
small company to enter into a new market, there’s a lot of concerns 
for small companies, first of all, if they do decide to enter into a 
new market, one of the great advantages we in the federal govern- 
ment have provided is with a free trade agreement no longer due 
to rules changed, where they have to figure out year by year what 
is it that they have to try to understand when they enter a new 
market. We democratize international trade. We provide a frame- 
work. So that means there is a greater understanding about a rule 
of law, a greater understanding about transparency. A greater un- 
derstanding about how to enter this market. 

So whether you’re large or small and we see the newest growth 
is with small companies, we see them with a great product going 
to these countries, at least we in the commercial service arm them 
and educate them about these opportunities, but also in many 
ways, what is it that they have to do? How is it that they have to 
manage going into a new market? Because there’s a lot of things 
that they are going to have to worry about, first of all. There is a 
language issue. There are standards issues. There are compliance 
issues that they need to fully understand. And we in the commer- 
cial service not only hold trade seminars throughout the United 
States, but if they ever make their way into country and have a 
problem, they can contact us at the embassy about how to enter 
these markets. And if what we’re seeing is that there is a great in- 
terest for small companies to enter these, but what they want is 
a level playing field and an understanding, a clarity about how to 
do business. 

And so we in the commercial service are helping them and arm- 
ing them with this type of information, but we have seen dramatic 
growth in all the free trade agreement countries that we have 
signed thus far. When you look at the free trade agreements that 
have signed thus far, and you look at the 13, they make up 7 per- 
cent. These countries make up seven percent of the world’s GDP, 
but it is 40 percent of our exports go to those countries. That 
means that countries, these companies now have a better under- 
standing about how to do business. They’re more secure to enter 
these countries. They have a better understanding about how to do 
business and that is what we’re trying to achieve. How do we find 
a way to educate more companies about these opportunities and 
free trade agreements provide them an opportunity to enter new 
markets like never before. 

Mr.CHABOT. Madam Chair, I yield back the balance of my time. 

ChairwomanVELAZQUEZ. And now I recognize Mr. Michaud. 

Mr. Michaud. Thank you very much. Madam Chair. One good 
thing about being in session until about 2 o’clock this morning gave 
me time to read all the testimony for today. And in reading the tes- 
timony and hearing the speakers and seeing what’s actually done 
out there, is kind of like an oxymoron as far as enforcing the agree- 
ments. They talk about helping small businesses. They talk about 
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lifting millions of people, when you look at the Doha Round. And 
actually, the U.S. Trade Representative actually mentions the 
State of Maine in the testimony about exporting. 

Yes, it might be true that we do have some who do export, but 
the bottom line is we have lost over 23 percent of our manufac- 
turing base in Maine because of trade policies. They qualified for 
trade adjustment assistance, but also we were able to qualify for 
the national emergency grant. Madam Chairwoman, and the na- 
tional emergency grant whereas actually the Commissioner of the 
Department of Labor was asked by the U.S. Department of Labor 
to stop applying for national emergency grants because we were re- 
ceiving too many because of the devastation of what is happening 
with the economy in Maine. 

Madam Chairwoman, you had mentioned about small business 
and it’s very important that we do look at small business. However, 
I can tell you talking with a lot of small businesses, the USTR has 
turned away many small businesses’ complaints because they do 
not have the staff, and there’s been regular complaints with USTR. 
I think we have to staff up the Small Business Division of the 
USTR to devote primarily for small businesses. 

The other issue that I’m concerned about and I’ll get to some of 
my questions, that this issue since they have mentioned Maine so 
much, actually, we had the Maine legislature unanimously. Repub- 
licans and Democrats, have been opposed to fast track and other 
issues dealing with what USTR is doing on trade because they 
have seen first hand what’s going on. 

The enforcement agreement, they don’t enforce. We definitely, 
when you look at the Jordan Agreement, that’s not enforceable. 
U.S. Chamber of Commerce came out strongly for the so-called deal 
because they know it’s not going to be enforced. When I look at 
small business. Madam Chairwoman, I hope that we can have an- 
other hearing like this with several small businesses and I do not 
look for the U.S. Chamber of Commerce. I was thinking if we could 
have like the United States Business and Industry Council which 
is truly small manufacturing here in this country. 

The United States Chamber of Commerce, there are multi-na- 
tional corporations on their boards that has operations over India 
and China. They really don’t care about small businesses, so I 
think we’ve got to have a true representation of what’s happening 
out there in the small business — 

ChairwomanVELAZQUEZ. If the gentleman would yield for a sec- 
ond? 

I will invite you, if you can, to stay for the second panel where 
we’re going to have small business representatives here. 

Mr. Michaud. Yes, no, I do plan on staying as much as I can for 
the second panel. My question to the U.S. Trade Representative is 
I don’t normally believe in outsourcing, but I have several ques- 
tions. 

The first one since, there’s a lot of discussion, we’re dealing with 
small businesses, would you mind outsourcing the negotiation of 
trade deals to an organization such as the United States Small 
Business Industry Council and you can look at what they’ve agreed 
to and either agree or disagree. That’s my first question. 
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My question is what should the trade deficit be as a percentage 
of our GDP? If you look at all the economists and they say that we 
cannot sustain the type of trade deficit that we are currently see- 
ing. 

My third question is you had mentioned the so-called trade deal. 
Mr. Engel, Mr. Levin, said that trade deal applies only to Peru and 
Panama. It does not apply to Korea. It does not apply to Colombia. 
It does not apply to fast track. 

My question is - is that your understanding as well? 

The fourth question is under the Peru and Panama trade deal, 
the labor environmental standards is supposed to be part of the 
core text, so it’s enforceable. So how is USTR coming along as far 
as having that as part of the core text agreement. 

And my last question you had mentioned about the Doha Round, 
that’s it’s very important that we do it because that it potentially 
will help lift millions out of poverty world-wide. We heard that 
same discussion with NAFTA, that we have to pass NAFTA be- 
cause it will help raise the standard of living for workers in Mexico 
and hence that will help with the illegal immigration problem 
which immigration is going to be a big issue here in this Congress. 
And if we’re not going to take care of the crux of the problem and 
the crux of the problem is workers from Mexico coming over to the 
United States so they can get a job to provide for their family, if 
that problem is not going to take care, be taken care of, then we 
can put up all the walls that want to have all the Border Patrol 
Agents that we want, but people will still try to come to the United 
States because they want to provide a living for their families. 

ChairwomanVELAZQUEZ. I will call to your attention time has ex- 
pired. So I will give you another extra one and a half minutes to 
ask your — direct your question to — 

Mr. Michaud. I’m all done, so I’d like Ms. Moore to respond. If 
not verbally, if in writing. 

Ms. Moore. Congressman, thanks so much for the opportunity to 
answer your questions. Your fist question was about participation 
of a specific group and the negotiations of our free trade agree- 
ments. I would note that we have a very robust advisory committee 
system with over 700 advisors that include industry, labor, envi- 
ronment, small business, and different other sectors that eagerly 
and aggressively participate and are able to review our FTA text. 
So we welcome all the advice. And this is just the formal advice 
and consultations that we do with all stakeholders. 

Mr. M ichaud. So in other words, you do not want to give up your 
authority to actually negotiate? 

Ms. Moore. To give up the Executive Branch’s? 

Mr.MiCHAUD. Yes. 

Ms.Moore. I would probably suggest that the system in place, 
working with the Congress — 

Mr.MiCHAUD. Well, I guess the answer probably is no. And the 
reason why you don’t want to answer no is because my next ques- 
tion is why should Congress give up our authority under fast track? 
Can you answer the next question? 

What is the ideal trade deficit? 

ChairwomanVELAZQUEZ. Sorry for the gentleman, the time has 
expired. 
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Mr. Michaud. Madam Chairwoman, if she could respond? 

ChairwomanVELAZQUEZ. In writing? 

Mr.MiCHAUD. Yes. 

ChairwomanVELAZQUEZ. Without objection. 

Mr.MiCHAUD. Thank you. 

Ms. Moore. I look forward to it. Thank you, Congressman. 

ChairwomanVELAZQUEZ. Now I recognize Mr. Davis. 

Mr. Davis. Thank you. Madam Chairman. My first question I’d 
like to ask Mr. Ginsburg, and Mr. Ginsburg, if you could, could you 
tell me about the Office of International Trade and how it relates 
to small business firms? 

Mr. Ginsburg. Well, considering small businesses represent 97 
percent of all exporters in this country, we pay a lot of attention 
through our field network of senior international trade and finance 
specialists. We handle all the policy decisions within the Office of 
Capital Access, which is the finance division of SBA because we 
have both technical assistance as well as financial assistance pro- 
grams. 

And we’re out there speaking at seminars. We certainly partner 
with our TPCC partners and our stakeholders and our state part- 
ners in sharing the information to do trade promotion to get more 
small businesses into the international marketplace. 

Mr. Davis. If you were a small business owner, how would you 
recommend them to do business through this agency? 

Mr. Ginsburg. We have representatives around the country. 
We’re a very decentralized agency. We have 70 district offices. We 
have 16 representatives in U.S. export assistance centers around 
the office. We have 1100 small business development centers and 
we have 389 SCORE chapters all very well versed in international 
trade and trade promotion. 

Mr. Davis. Are you starting to see an increase in small businesses 
in relation to working overseas? 

Mr. Ginsburg. We do. And we also see a slight increase in small 
businesses that are now doing trade in a second or a third country. 
Seventy-five percent of small businesses are typically just dealing 
in one country, so we need to increase the number of their foreign 
markets. 

Mr. Davis. Thank you for your answer. 

Mr. Miller, if you could, could you talk to me a little bit about 
agriculture since agriculture is so important to small business and 
domestic producers and how they remain competitive. Can you talk 
to me about USDA’s rural business opportunity grants and how 
they’re available to small farmers? 

Mr. Miller. Mr. Davis, I really am not briefed on those rural de- 
velopment grants. We’ll have to provide that for the record. I really 
don’t know the answer to your question. 

Mr. Davis. Does anyone else have that information on the panel? 

Okay, that would be — 

Mr. Miller. I have no one with me that has that information. 

Mr.DAVis. That would be good if you could get that to us, that 
would be good. 

And Ms. Moore, if you could talk a little bit about the U.S. Ex- 
port-Import Bank and where we’re at percentage-wise right now 
what its mandates are. 
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Ms. Moore. Congressman, thanks very much for the question. I 
probably would need to get some information from the Ex-Im Bank 
on their portfolio and what they’re currently doing. I know that the 
head of the Ex-Im Bank had a presentation in Atlanta as part of 
the America’s Competitiveness Forum and he spoke to some of 
those issues and I can definitely follow up with your office to make 
sure that you have more information. 

Mr. Davis. Could you just give me a brief overview? Do you know 
enough about the program to just give me a brief overview? 

Ms. Moore. I would probably defer to the Ex-Im Bank. They’re 
a core business and I’d hate to speak on — 

Mr. Davis. Thank you. I yield back. 

ChairwomanVELAZQUEZ. Mr. Gonzalez? 

Mr. Gonzalez. Thank you very much, Madam Chair. I guess a 
couple of observations and I’ll get into a couple of questions in the 
short period of time that we have, but regarding fast track and I 
understand it’s going to be a huge issue. It expires June 30th and 
something, but the benefits of it are truly in the eye of the be- 
holder. What you are appearing before a committee that concerns 
itself with the small business interests of America. It is institu- 
tionalized. It is our role to look out for their best interests. 

Some of us believe that fast track will diminish our ability to 
function in that representative capacity in this institution called 
the House of Representatives. That’s the philosophical difference 
that may or may not translate into reality, but it’s ever present for 
some of us on this side of the aisle. 

The other thing is this Committee truly exists because we believe 
that small businesses face unique challenges and that one size does 
not fit all. The big size doesn’t fit small businesses. Again, is this 
philosophical? Does it go into policy? I’d like to think it’s going to 
be reflected in the policies and the bills that will be marked up out 
of this particular Committee that its chief concern is small busi- 
nesses. 

So I’m going to direct my first two questions to Ms. Moore and 
Mr. Hernandez, because in your testimony, to be quite honest, and 
I think Madam Chairwoman Velazquez touched on it, I believe that 
you have kind of a generic approach, that is, if you help big busi- 
ness, it will benefit small business. If we don’t have tariffs, that 
should help all businesses. And you know, there is some logic to 
all that. If we have transparency, that will help all businesses. 

Big businesses can pretty much fend for themselves. And you can 
make it easier for them as you should. But I don’t think that it 
solves or addresses the unique challenges and problems that are in- 
herent in small business operations. 

Ms. Moore, is there some benefit to have someone that would be 
specifically assigned to address small business consideration in 
your trade negotiations? 

Ms. Moore. Thank you. Congressman, for the opportunity to an- 
swer. I believe the issues of small business are cross-cutting and 
I think it takes the resources of all of those at USTR to make sure 
that we are addressing the needs of small business. As you men- 
tioned, larger companies and multi-nationals, although they benefit 
from FTAs, given the resources they have, the FTAs are, you know. 
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helpful to them, hut they’re even of more importance to small busi- 
nesses. 

I was looking for some information and I look forward to fol- 
lowing up with your office, but if you look at the increase in ex- 
ports, say from the CAFTA countries where we’ve implementation, 
you see exports rising by small and medium size businesses, so 
those are the types of rewards I think that the FTAs offer with re- 
ward to increasing small business exports. 

Mr. Gonzalez. But I think if you look further, they may be in- 
creasing in numbers, but really not the size of the pie. You have 
maybe more small business being involved, but truly as far as the 
financial benefits are still being, I think, more appreciably experi- 
enced by the bigger businesses. I think that the facts and the fig- 
ures will support that particular assertion. 

But getting back to the fundamental question, wouldn’t you be 
best served if you were sincerely concerned about the unique chal- 
lenges faced by small businesses attempting to export their prod- 
ucts to have someone assigned with that particular task within 
your organization, just as Congress has a committee dedicated to 
small business issues? Because we all acknowledge how instru- 
mental they are to our economy. 

Ms. Moore. Well, I would offer that it takes a lot of resources in 
the federal government to make sure that small businesses have 
access to markets. As I mentioned in my testimony, USTR, we open 
markets and we work with our colleagues at USDA, SBA, and the 
Department of Commerce to make sure that those companies are 
trade ready to go into those new markets. So while we consider it 
something that we do at USTR to make sure that we’re looking at 
the needs of small business, it takes all of us here at this table to 
make sure that they’re trade ready and they have the resources. 

Mr. Gonzalez. And I understand what you’re saying — and again, 
I think your approach is wrong to be honest with you. I think you 
just figure it’s going to be addressed naturally because you have 
the interest. I believe that when you have a specific assignment, 
and that individual’s whole purpose within your organization is to 
look at the impact of these negotiated treaties, which cause us a 
lot of heartburn many times because we don’t think they work in 
the best interest of small business, are all of American consumers. 

I just think you need to really re-examine that. The other thing 
I want to touch on, and Mr. Hernandez, I was hoping to get to you, 
but I was trying to confirm — because in the back of my mind, we 
always say every President has had fast track authority. Was it re- 
newed or was it lapsed in the Clinton years and was never renewed 
by the Republican majority? 

See, I think that is factual. So we’re going to have this debate, 
but my understanding is that the Republican- controlled Congress 
did not confer fast track authority, that’s what we used to call it, 
to President Clinton, for whatever reasons. Clearly, they didn’t 
need any democratic opposition or help to make it happen. 

My time is up, Madame Chair. Thank you very much. 

ChairwomanVELAZQUEZ. Time is expired. 

Ms. Moore. I just want to make one point. Congressman. We look 
forward to as we’ve touched on a little bit earlier, we did have 
someone from SBA within USTR detailed and we’re working with 
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SBA and the Department of Commerce to see if we could leverage 
the expertise of the foreign commercial service to have someone 
who has actually been in those markets to assist us with the net 
portfolio. So we do look at trying to leverage resources within the 
government to make sure that we are addressing all of those needs. 

Mr. Gonzalez. Thank you very much. 

ChairwomanVELAZQUEZ. Before I recognize Mr. Ellsworth, I 
would like to ask Ms. Moore isn’t it true that the Small Business 
Exporters Association has been advocating for USTR Rep. rep- 
resenting small businesses? 

Ms. Moore. We’ve actually have had a number of proposals from 
small business organizations. 

ChairwomanVELAZQUEZ. So this is one of the associations that 
represents small business exporters. They know what is needed to 
make sure that we only — that we do not only have open markets, 
but how can they benefit? How can they enter those open markets 
by having someone sitting at the table when you are negotiating 
those trade agreements that truly represent their concerns. Now I 
recognize Mr. Ellsworth. 

Mr. Ellsworth. Thank you. Madam Chair. I’m going to start 
with Mr. Hernandez, and if anybody else wants to jump in, feel 
free. Just looking for your opinion on a small business friendly, I 
prefer fair trade to free trade. I’m not sure free is always fair. 
Musts that we must have, if you were designing the program on 
a fair trade program that was small business friendly what would 
be some have-to bullet point things that we would have to in that 
agreement? You get the magic wand and design it. 

Mr.HERNANDEZ. Congressman, first of all, it’s good to see you 
again. Thank you for the question. Is that with respect to a free 
trade agreement? I’m sorry. If you could just clarify further. 

Mr.ELLSWORTH. Yes, free trade. I always use the fair trade be- 
cause I always want it to be fair. If you were designing that, what’s 
a small business friendly free trade agreement look like? 

Mr.HERNANDEZ. With respect to free trade agreements and with 
respect to my responsibilities within the federal government, my 
real focus is small and medium-sized companies and how is it that 
they enter foreign markets. But how to design a template, I will 
defer to the agency that really focuses on creating and drafting a 
free trade agreement. What I can tell you what we do in the De- 
partment of Commerce is that we fundamentally, our whole pur- 
pose and our essence is how do we find opportunities for small and 
medium-sized companies. And the fact is that everywhere I go out- 
side of the United States where 95 percent of the people live, where 
70 percent of the consumer purchasing power, it’s outside of the 
United States. 

The question is — the question I get asked is where are the Amer- 
ican companies? Because wherever I go whether it is Chile, Pan- 
ama, whether it’s Vietnam, whether it is China, and you go to the 
smaller cities, you find a lot of competitors from European markets, 
from all over the world. The fact is that strategically, American 
companies, when they think about growing, whether they’re in your 
State of Indiana and they want to grow their company and they 
want to go south, they can all the way down to Florida. If they 
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want to grow, they can go all the way to California. They have the 
blessing of a domestic market that can provide growth. 

But strategically, moving forward, if you look in the Yellow 
Pages in Canada, if you’re a company in Indiana, you’re competitor 
is already in Canada. So how do we convince small companies that 
there are opportunities. Because if you exist in the most and dy- 
namic market in the world, which is here in the United States, and 
you’re growing, there’s an amazing opportunity for you in some 
other country and we have to educate these companies about what 
they are. We have to find a way to find a new class of exporters 
and tell them look, you’re growing domestically, there’s great op- 
portunities internationally. Reductions have gone down, there is a 
better way of doing business. You can use e-commerce, you can use 
fast delivery express service. Plus, if you ever run into a problem 
or a challenge in country, we in the commercial service are located 
at 80 embassies around the world. 

So the fact is that a small company has more opportunities than 
ever in history today. There is huge growth going on. Outside of 
the Panama Canal that is being built, outside of the free trade 
agreements today, three years with our free trade agreement with 
Chile, we’re going to expert and do more trade with Chile than we 
do with Spain. And look at the size and population — that’s dra- 
matic. 

The provinces in China — they’re going to grow at ten percent a 
year for the next ten years. They are a growing consumer class. 
Somebody is going to service and provide a product that they need. 
Why not America? So the whole point is we need to find ways to 
constantly educate American companies about the opportunities, 
because it is outside the United States and they can grow their 
business and they can add jobs and they can benefit to their com- 
munity, because there has never been a better time to export than 
today. 

Mr. Ellsworth. Thank you, Mr. Hernandez. I appreciate your 
passion, and Mr. Moore I will then turn to you in helping answer 
that. Besides obviously advertising to our American companies the 
opportunities out there, what other bullet point — paint the picture 
of a good free trade agreement that benefits small business here. 
How do we help these small companies? 

Ms. Moore. Well, I think the elements of a free trade agreement 
that helps small businesses is one that eliminates duties on goods. 
Tariffs work as taxes on small business and their products that 
opens trade to agricultural products. Most companies are closed 
to — not most, but a number, are closed to U.S. agricultural prod- 
ucts. Make sure that we could protect investments, protecting intel- 
lectual property rights, create a procedure for dispute settlements 
to make sure there is an opportunity to resolve these trade dis- 
putes. Also, providing safeguard measures for specific, sensitive, or 
different industries that require it. Also, to make sure that within 
that we’re respecting worker rights and environmental rights. 

Mr. Ellsworth. Thank you very much. Thank you. Madam 
Chair. 

ChairwomanVELAZQUEZ. Thank you. Ms. Clarke? 

Ms. Clarke. Thank you very much. Madam Chairwoman and 
Ranking Member Chabot. This is a very wonderful hearing today. 
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because I think we’re getting a true sense of the level of commit- 
ment that our federal government has to working with small busi- 
ness. Quite frankly, I think we’re dealing with some really funda- 
mental issues in the American psyche that has to do with can we 
trust our government to do what is in our best interest. 

On the ground, I have to say that we’re failing. While we sit here 
and are very competent and composed about our enthusiasm for 
what the future brings on a global scale, in many communities 
throughout the United States, there is not that enthusiasms. I 
think we have an obligation to transmit that enthusiasm to the 
local communities where our entrepreneurs spring from. But to sit 
here today and say that the free trade agreements that we have 
negotiated have created a competitive edge for small business does 
not transmit to local communities such as mine in Brooklyn and 
many across the nation. 

Let me just say this. I think that we’ve danced around this issue 
about how we can best help small business. It’s very clear that the 
representatives here are giving you a lens to what we know is real. 
What we know is real within our communities, and what is real to 
them is that they don’t feel that their U.S. Trade Office is really 
focused on their needs. When we talk about using a matrix of ex- 
pertise, when we can simply create a department that specifically 
focuses on those needs, that sends the appropriate signal. 

We can then go back to our communities and say you know 
what? They mean business, because they have dedicated them- 
selves. They have allocated resources. They have more personnel to 
focus on this like a laser. 

So Ms. Moore, I clearly understand where you are coming from 
- an intellectual, academic standpoint. But we’re dealing with 
trustworthiness, and there’s a lack of trust in many of our commu- 
nities today, and I hope that you will take that into consideration. 

I would like to ask a question, because I hear the enthusiasm 
about trade agreements that we are having around the world and 
the opportunities that they bring for small business. I’m excited 
about it, too. I would be even more excited about it if we could look 
at our own hemisphere and provide the same type of enthusiasm 
for entering markets in our own hemisphere that we do in other 
areas. 

The reason I bring this up is because I’m a Jam-American. My 
parents are from the Caribbean. I noticed that we have not given 
as much emphasis to the opportunities that exist in that region 
that we give to many other areas of the world. When we look at 
homeland security, when we look at some of the issues that are 
now bearing on us in the 21st century, I would like to ask just a 
couple of questions about whether first of all, in this age, Carib- 
bean governments and societies are more conscious of trade and in- 
vestments that are environmentally and socially responsible. They 
are urging free trade agreements that shift towards sustainable de- 
velopment. You know, the CARICOM Prime Ministers will be meet- 
ing with President Bush next week. What approaches do you sug- 
gest in order to attract foreign investments and also protect bio- 
diversity, workers, and women’s rights and benefit small busi- 
nesses and create jobs? 

Ms. Moore, Mr. Hernandez? 



26 


Ms. Moore. Congresswoman, thanks for the opportunity to an- 
swer. Actually, Secretary Hernandez and I were just in Atlanta for 
the America’s Competitiveness Forum, and one of the panels that 
I had the pleasure to sit on was on regional business opportunities 
in CARICOM and the Caribbean. One of the things that I think is 
wonderful that the CARICOM countries are doing is moving to- 
wards a single-market economy, because in fact the barriers to 
trade — they have more barriers to trade between them than nec- 
essarily to the U.S. market. 

So we look forward to the conference on the Caribbean June 
19th. I think that we’re trying to figure out ways to update a trade 
and invest — to strengthen the relationship, the trade relationship. 
We signed a trade and investment framework agreement in 1991. 
But you know, we definitely want to take the opportunity to incor- 
porate some of the advances to increase investment. I had the op- 
portunity to talk with some of the ministers and what they are 
doing to try to revitalize their economies there, you know, as far 
as education opportunities, services. They are really aggressively 
pushing. 

Ms.Clarke. They are, but let’s be clear that when we don’t have 
a global view to how we actually set up trade agreements, unin- 
tended consequences happen. Due to free trade agreements that we 
have done in the past, we shut down part of economies in that re- 
gion. So, you know, I think that was the opportunity to engage, to 
make sure that U.S. small businesses had an opportunity to go in 
there and to help lift those economies. We shut down many of those 
nations in very simple agreements that we made without even a 
view to our neighbors in the Western hemisphere. So I can appre- 
ciate the rhetoric, but I think that it is important that if we’re talk- 
ing about a global economy, that we really — and I know that these 
nations have been reaching out. They have been crying out for our 
attention — that we really focus ourselves in a way in which we 
make sure that we don’t have these types of adverse impacts. Be- 
cause you know what? Ultimately, we’re building neighborhoods 
that can be very detrimental to our safety. I think we need to put 
all of that into context. Thank you very much. Madam Chair. My 
name has expired. 

ChairwomanVELAZQUEZ. Time has expired. I know recognize Ms. 
Moore. 

Ms. Moore. I really look forward to working with you and the 
Congress in that endeavor. 

Ms. Moore of Wisconsin. Thank you. Madam. This is a very im- 
portant hearing. I’ve been going nuts listening to people call you 
Ms. Moore. It’s been very, very distracting. When you called on me. 
Madam Chair, I didn’t really know how to respond. 

I want to start out with Mr. Hernandez. In your role with the 
Department of Commerce, I didn’t have the opportunity to read 
your testimony, but I do know that the mission of the Commerce 
Department really is to enforce trade laws. I am curious. When I 
look at the $800 billion trade deficit — this is a little bit beyond my 
public high school math — those zeros are just staggering. When I 
look at the trade deficit and I compare that with your testimony 
about the expanded trade relationship that we have with China 
and other places, when I look at your mission and your responsi- 
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bility to enforce our laws against anti-dumping laws, in particular, 
those laws which would prevent really a lot of imports of very 
cheap material. 

In your testimony, your pride in the expanded trade that we 
have had with China, for example, I am curious as to what the re- 
lationship, the nexus might be between a huge trade deficit of $800 
billion, these expanded trade relationships, and the fact that this 
Administration has had very, very few — provided very few com- 
plaints to the WTO about unfair trade issues. It seems to me, it 
would appear, and I’m going to allow you to respond to it, that 
there are very few complaints that are tendered against unfair 
trade practices. So is it your opinion that — there were like ten 
trade agreements, the Clinton Administration, ten a year. The 
Bush administration only has about two. So are there fewer trade 
infractions today than there have been in the past? 

Mr. Hernandez. With respect to WTO questions and cases. I’m 
going to defer to USTR. But I will say that there are four units 
within the International Trade Administration. One of them is Im- 
port Administration, that they enforce U.S. unfair trade laws. They 
enforce them to make sure that we develop and implement policies 
to counter foreign unfair trade practices. But with respect to the 
United States Foreign Commercial Service, which is the bureau 
that I run, our focus is about making sure that small and medium- 
size companies and all American companies have an opportunity to 
enter into these markets. 

So when you say, you know, USTR will create and navigate the 
law — I mean, a bill and the legislation when the President signs it, 
we helped implement it in the Department of Commerce. But we 
in the Commercial Foreign Service, our role is to educate compa- 
nies. And how do we find a way to reach more American companies 
to export? 

The facts that we can deal with is the fact that more — we have 
more exports than ever before. Exports right now are sizzling, so 
when you talk about growth, the fact is that more American com- 
panies are growing. More American companies are exporting, and 
we have to make sure that we have the right structure within the 
commercial service to make sure that we can educate them and 
have resources for not only in the United States — 

Ms. Moore of Wisconsin. All right. That didn’t answer my ques- 
tion and my time is waning. As it relates to helping small business. 
I’m very proud of the fact that 97 percent of all exporters here in 
the United States are small businesses. But yet we still see this 
trade deficit of $800 billion because they only generated 30 percent 
of the revenues from these activities. 

Are we still — and so, of course, large corporations still have a sig- 
nificant advantage in the globalized economic environment. And so 
I am wondering, do you think that you have adequate resources 
through maybe Ms. Moore, maybe, you can answer this? Do you 
think that just your one department that is devoted to helping 
small businesses is adequate or do you think that there is not 
enough articulation among the various agencies, which may be in- 
dicated by Mr. Hernandez’s previous sort of non-answer to my 
question. 

Mr. Hernandez. I would like to answer your question as well. 
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Ms.Moore of Wisconsin. Okay. 

Mr. Hernandez. I’ll give time to Ms. Moore. 

Ms.Moore of Wisconsin. All right. I’ve got to hear from Ms. 
Moore. You know that, Ms. Moore to Ms. Moore. 

Ms.Moore. Yes, Congresswoman Moore. To answer your first 
question on cases brought by the WTO, USTR is very focused on 
results. We only want to bring cases that we can actually win. So 
that’s why we made sure that the cases that we have brought are 
sound and clearly go after WTO and consistent practices. 

With regard, I guess, if you look at the arsenal of tools that we 
have, the last one would be dispute settlement. For instance, with 
the subsidies case, we filed in late April, if we do not settle in the 
consultation phase, it’s going to take at least two to two and a half 
years to get a final ruling. So if we’re looking at helping small busi- 
nesses and getting something, having them benefit by some of 
these negotiations, we want to do it sooner rather than later in- 
stead of waiting, you know, the time it is going to take within the 
WTO. But we will do that. 

I would note that in some cases it is bilateral consultations and 
bilateral discussions that we’ve been able to see some real benefit. 
For example, not in the case of a small business, but through con- 
sultations with the Chinese, we were able to create some better en- 
forcement and protection of intellectual property rights and piracy 
through making sure that operating system software was pre-in- 
stalled in Chinese computers. So that’s just one example of how bi- 
lateral conversations netted an immediate results instead of the 
dispute settlement process that takes several years. 

But we will continue to go after those who have unfair trade 
practices, but our first choice is to work through bilateral consulta- 
tion so that we can get the most expedient result as possible. 

ChairwomanVELAZQUEZ. Time is expired. 

Mr. Hernandez. Am I allowed to respond or no? 

ChairwomanVELAZQUEZ. You are allowed to respond. 

Mr. Hernandez. So I don’t want you to think that I am not an- 
swering your question. So the first part of your question dealt with 
WTO, which I think Ms. Moore has addressed that issue. The sec- 
ond question you talked about was the trade deficit. Obviously, 
that is a concern for everyone. That is a concern. But what you’re 
also seeing is you have a country in the United States, a growing 
consumer. We are the best consumers in the world. We buy every- 
thing. Try to go one weekend without buying something. The fact 
is we are buying the world’s products. 

What we want in turn is for other countries to buy our products, 
and what we’re seeing is that for the first time exports have out- 
paced imports. Now more people, there is a growing consumer class 
going on around the world. We want them to buy American and we 
want them to buy more. So the point is more Americans can save, 
or more other people around the world can buy. We want more peo- 
ple to buy. 

What you’re seeing is a trend in a right direction which is our 
exports are going up, and the majority of that is also more small 
and medium-sized companies entering into the market. So the 
point is we have a growing economy in the United States. We have 
a consumer that is buying a lot, and what we want is more people 
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outside of the United States to buy. In many ways, that will help 
address a trade deficit. Because the fact is, and this is where I am 
going to very optimistic about American small business, is we have 
an amazing dynamic small business community that has really cre- 
ated products and high-value products and services that are sought 
after all the world. We just have to make sure that we find a mar- 
ket for them and that’s what we would like to do with a commer- 
cial service. That’s my response. Thank you. 

Mr. Larsen. Thank you. Madam Chair. I just came from a hear- 
ing in Armed Services Committee on China, from a little different 
angle than Ms. Moore has covered it, but an important angle none- 
theless. And my questions are, in particular, about China. 

And, you know, there are a lot of — you have heard them, a lot 
of concerns here in Congress about the U.S. economic relationship 
with China and China’s economic relationship with the U.S. and 
who has the best advantage in that. And as a result of that, there 
is a lot of discussion in Congress about taking certain actions 
through legislation, which I think from certain perspectives I can 
have a full appreciation of from another perspective, that is a per- 
spective of my district. 

I think it would — some of the actions being discussed would be 
detrimental, frankly, to my district. But there has to be a balanced 
approach to how we deal with this. 

One of the issues that I have been trying to struggle with, 
though, is how to encourage small and medium-sized enterprise 
business export to China. And so a group of us are putting together 
a package of bills, one of which would look at that issue. And we 
are going to be rolling out these bills, and the one I want to talk 
about in particular about is U.S. -China Market Engagement and 
Export Promotion Act, which is specifically designed to try to get 
the executive agencies to do a better job of getting small and me- 
dium-sized enterprise products and services into China. 

But as we move through that, we are still crafting the legislation, 
getting some final things in place, and I think for Mr. Hernandez 
I would like to ask you, you know, just from your perspective, with 
regards to China, what do you all think the major challenges are 
for small and medium-sized businesses to get their products and 
services into China? What do they lack, and what do you all lack? 

Mr. Hernandez. Yes, sir. That is actually — thank you for the op- 
portunity to address that. Actually, it is a very great question. I 
think that with media and communications today — 

Mr.LARSEN. Most of the questions asked by members of Congress 
are great questions. 

[Laughter.] 

Mr. Hernandez. Okay. Well, this is another good question. 

[Laughter.] 

And I will tell you why it is a really great question for me, be- 
cause when I visit with small and medium-sized companies, they 
think because they have read all — whether what is on the cover of 
Business Week or Fortune, or they see a story, that they now want 
to export and they want to go to China. 

But, in fact, what we really need to understand, and what we 
have seen from the experience of working with small companies, 
that it really takes 12 to 18 months to educate a company about — 
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we have to work with their line of credit, we have to understand 
what their product is, we have to understand their temperament, 
and we have to understand the workforce. What is it — do they have 
the patience? Are they ready either to begin exporting? 

Our export assistance centers throughout the United States work 
with companies to make sure that we address all of those notes. 
You can’t just say, “I want to export today,” and then go out there. 
The burden with anyone who goes and does that is that they fall 
into a lot of challenges, and they might identify the wrong partner 
to do business with in China, in which case they are now obligated 
and they are stuck. 

They have never properly found a way to — how do they protect 
their property? How do they have a better understanding about a 
culture? Because it is not so much just, you know, an agreement 
or an understanding. It is you are dealing with a completely dif- 
ferent culture, a different way of doing things. And so if you are 
not — if you don’t have a full understanding, then you are going to 
put yourself in a very difficult situation. 

Now, for us, we have a strong commitment to help companies 
enter into China. For us, it is the largest office within the commer- 
cial service. We have over 120 staff in country in China to help 
American companies. We also have joined in partnership to create 
American trading centers in 14 cities throughout all the provinces. 
So if an American company wants to enter these markets, they 
have someone they can contact, and talk to about what the chal- 
lenges are, because with great opportunity — and there is great op- 
portunity cost in China, there is also amazing challenges. 

And so China should not be the first country that you look to 
when you export, because you need to go maybe to Canada or Mex- 
ico or somewhere where we have a better — we figure out and test 
your product and figure out, can you do business there? China is 
very complicated. It is a little — like a little drop in a huge ocean. 

The fact is, China will always — will be there. You don’t have to 
enter that as your first market. And, in fact, that is the burden and 
challenge that we have is everybody feels with the pace that they 
have to be in China right now, or they have to be in India right 
now. 

Mr. Larsen. Just quickly, is there a difference in the challenge 
facing a small or medium-sized enterprise getting into, say, China, 
versus a larger business who is not yet exporting there? 

Mr. Hernandez. You have to be in somewhat a developed and 
mature company and have a very good understanding and have the 
flexibility to know that as far as payment, as far as the legal issues 
identifying a partner, a broker, it takes a long time. It could take, 
you know, months. And if they can’t withstand that, we really have 
to make sure they have the right temperament. 

But you are right. I mean, the great thing for a large corporation 
is they have a department to help them with these issues. We are 
the department for small companies. So in many ways what we do 
is we had a trade seminar exclusively on China in Ohio last year. 
We had 1,000 companies registered, because they are hungry for 
information about how is it they do business. 

But we went and we went section by section about how is it that 
you are structured, how are your finances, did you know about how 
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to protect your property. We have a checklist of top 10 things you 
should do to protect your property before you even call anyone in 
China. It is called Stop Fakes, and it is on our website. And it is 
amazing, because we get more hits on that than anything else. 

The point is: we know that people are hungry for information — 
small and medium-sized companies — so we are doing more trade 
seminars. We have reached out to associations, to people here on 
House and Senate, to educate more companies. 

ChairwomanVELAZQUEZ. Time is expired. 

Mr. Larsen. Thank you. Thank you. 

ChairwomanVELAZQUEZ. We finished this round of questions. If 
there is any member who wishes to ask any questions to the wit- 
nesses before we excuse this panel? 

[No response.] 

Well, I do have another question. Mr. Hernandez? 

Mr.HERNANDEZ. Yes, ma’am. 

ChairwomanVELAZQUEZ. I just can’t help myself. 

Mr.HERNANDEZ. Go ahead. 

ChairwomanVELAZQUEZ. I am stunned — 

Mr.HERNANDEZ. Yes, ma’am. 

ChairwomanVELAZQUEZ. — you know, when I listen to your flow- 
ering rhetoric regarding the important role that small business ex- 
porters play, and how can we make sure that they take advantage 
of all these open markets? 

Mr.HERNANDEZ. Yes, ma’am. 

ChairwomanVELAZQUEZ. So let me ask each one of you, you are 
going to leave a staff person here to listen to the second panel wit- 
nesses? 

Mr.HERNANDEZ. Yes. 

ChairwomanVELAZQUEZ. Okay. Because in the second panel we 
are going to have some businesses who are saying that small busi- 
nesses depend upon access to technology to support innovation and 
maintain their global competitiveness. Mr. Hernandez, do you 
agree with that assessment? 

Mr.HERNANDEZ. I do feel that technology is going to be essential 
for a company to find opportunities, because an online service will 
allow them to reach more people than they would otherwise. 

ChairwomanVELAZQUEZ. Yes. So is that the reason why the U.S. 
Department of Commerce repeatedly proposed to drastically cut the 
Manufacturing Extension Partnership Program? 

Mr.HERNANDEZ. Ma’am, actually, that does not fall in my pur- 
view, but I can find that information and get back to you on that 
particular issue. 

ChairwomanVELAZQUEZ. But do you think that is reasonable — 

Mr.HERNANDEZ. I need to understand — 

ChairwomanVELAZQUEZ. — on the one hand? 

Mr.HERNANDEZ. Yes. I just need to understand what the lan- 
guage is, and why is it that it was presented. And I am more than 
happy to bring that information back. 

ChairwomanVELAZQUEZ. Well, I can tell you that for the last few 
years the administration proposed to cut a manufacturing exten- 
sion partnership program, the very program that helped small 
businesses and small business exporters. And then, you make ref- 
erence to the U.S. export assistance centers. 
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Mr.HERNANDEZ. Yes. 

ChairwomanVELAZQUEZ. That is within your purview. 

Mr.HERNANDEZ. Yes. 

ChairwomanVELAZQUEZ. You know what — 

Mr.HERNANDEZ. Yes. 

ChairwomanVELAZQUEZ. — those centers are. And so those cen- 
ters are important, because they provide assistance to small busi- 
ness exporters. 

Mr.HERNANDEZ. Yes. 

ChairwomanVELAZQUEZ. So why is it that they have been flat 
funded for the last few years? 

Mr.HERNANDEZ. Why has the commercial service ben flat fund- 
ed? I think that we in the commercial service are no different than 
other agencies where we have tried to be very resourceful with a 
budget that we have. I mean, the fact is — 

ChairwomanVELAZQUEZ. This is how you are going to close the 
gap that exists in terms of the trade deficit? 

Mr.HERNANDEZ. Ma’am, I think to close the trade deficit is not 
what I can do, but what American companies have the ability to 
do. 

ChairwomanVELAZQUEZ. Sure. If services and assistance and 
technical assistance and financing is provided by those very centers 
that are supposed to be here to assist those small business export- 
ers. And also, in terms of the Small Business Administration, only 
16 staff are assigned to those U.S. export assistance centers. Do 
you intend to increase the number of staff? 

Mr.GiNSBURG. We are evaluating the human capital resources 
that we have, and the administration will, you know, evaluate just 
exactly where we should put good people to take care of both do- 
mestic and international business. 

ChairwomanVELAZQUEZ. Does any other member wish to make a 
question? 

[No response.] 

With that, I excuse the panel. 

Mr.GiNSBURG. Thank you. 

ChairwomanVELAZQUEZ. I welcome the second panel to take 
their seats. It is almost noon, so good afternoon. I welcome all the 
witnesses, and I hope that you can help us by shedding some light 
into the impact of U.S. trade policies on small businesses. 

Our first witness is Ms. Sage Chandler. Ms. Chandler is the Sen- 
ior Director of International Trade for the Consumer Electronics 
Association. She is responsible for trade policy legislation and nego- 
tiation matters affecting the 2,100 member companies of Consumer 
Electronics Association. 

Ms. Chandler, your entire testimony will be entered into the 
record, as well as the other witnesses. You have five minutes to 
present your testimony. 

STATEMENT OF SAGE CHANDLER, SENIOR DIRECTOR OF 

INTERNATIONAL TRADE, CONSUMER ELECTRONICS ASSO- 
CIATION 

Ms. Chandler. Thank you. Madam Chair. The Consumer Elec- 
tronics Association, or CEA, is the principal U.S. trade association 
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for the consumer electronics industry. Our 2,100 members include 
manufacturers of audio, video, and IT products, which are enjoyed 
in the home and automobile, and oftentimes the office. Our indus- 
try drives the American economy and accounts for world leadership 
and innovation. 

Although we represent virtually every large consumer electronics 
manufacturer, 80 percent of our members are small businesses. In 
fact, small companies are located in each state represented on this 
Committee. 

International trade is the life blood of our industry. Last year, 
U.S. exports of consumer electronics products totaled nearly $4 bil- 
lion, helping to support nearly two million American jobs. Many of 
our members are competing well abroad, but we need to do better. 
Ninety-five percent of world consumers who could be buying our 
products live outside of our borders. 

To access those opportunities and remain competitive, fair and 
open trade in markets abroad is crucial to our small and medium- 
sized businesses. Our industry is highly competitive and globally 
integrated. Two-thirds of CEA members conduct international busi- 
ness of some sort, primarily in Asia, Europe, and Latin America. 
However, large investments are needed to manufacture our prod- 
ucts. Even then, many of those goods have very narrow margins, 
so companies must feel secure entering new markets protected by 
trade negotiations and trade policies. 

Therefore, we urge Congress and the United States Government 
to make the following actions. First, aggressively pursue bilateral 
free trade agreements. In the absence of an agreement in the 
DOHA round of the World Trade Organization, FTAs offer the 
next-best way to open foreign markets to small companies. They 
create sales opportunities, reduce costs, and diminish uncertainty. 
Through FTAs we can implement intellectual property rights 
standards, establish investment protections, and provide increased 
transparency for U.S. exporters. 

Second, reauthorize trade promotion authority. TPA expires later 
this month, and without it our trading partners will be reluctant 
to negotiate trade agreements with the United States. Our hands 
may be tied, and the U.S. will fall behind the many other countries 
who are currently negotiating free trade agreements at an unprece- 
dented pace. 

Third, work to eliminate non-tariff trade barriers abroad. Exam- 
ples of NTBs include cumbersome customs regulations, corrupt gov- 
ernment practices, and recently divergent or non-harmonized ap- 
proaches to environmental standards. These non-tariff barriers 
hinder trade and burden small companies with unnecessary compli- 
ance costs. 

Fourth, in addition to pursuing new trade agreements, the U.S. 
must maintain and enforce agreements that are already in place. 
For example, we must take an aggressive stance to protect prod- 
ucts which are already covered by the World Trade Organization’s 
Information Technology Agreement. The ITA covers and eliminates 
duties on over 97 percent of trade and world information tech- 
nology products. 

However, the EU is currently claiming that the ITA does not 
cover the next generation of covered products. Therefore, it is cru- 
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cial for the U.S. Government to uphold the ITA and make a case 
for its maintenance to allow for future innovation. 

Fifth, promote a swift and effective temporary visa program. 
While safeguarding national security is paramount, many small 
businesses rely on tradeshows like CEA’s annual event, the Con- 
sumer Electronics Show. CES is the nation’s largest trade show 
and is an effective way for small companies to contact international 
buyers without breaking the bank on foreign travel. 

To remain successful, we need as many foreign buyers to attend 
CES as possible. This year, we had over 25,000 international 
attendees, but thousands more were discouraged from attending 
due to restrictive U.S. visa policies. This leaves our small entre- 
preneurs at a disadvantage in their efforts to reach international 
buyers. In fact, CEA recently situated shows in Dubai and in 
China, so that we can help our members reach international mar- 
kets. 

Finally, it is essential that traffic moves across the borders 
quickly and efficiently. While trade among NAFTA countries has 
increased significantly in the decade since it was signed, the infra- 
structure and customs facilities have not been able to stay ahead 
of the increased commerce. For instance, during the peak season in 
2006, there were two- to three-mile backups of trucks trying to 
cross into the United States, with some waits of up to 10 hours. 

As long as there is a shortage of trucks and drivers along the 
southern border, there will be congestion. Therefore, we urge swift 
implementation of a Department of Transportation pilot program, 
which will allow a limited number of Mexican motor carriers to op- 
erate in the United States beyond commercial zones along the U.S.- 
Mexican border. 

In summary, small businesses in the consumer electronics indus- 
try benefit whenever the United States implements policies that 
ease the process of getting products from port to shelf to consumer. 
If Congress and the United States Government are successful in 
advancing free trade, then we win, and so does the American econ- 
omy. 

The Consumer Electronics Association and its members pledge to 
work with the members of Congress to address these concerns to 
ensure that the consumer electronics industry is well situated to 
advance trade in a progressively competitive global environment. 

Thank you again to appear today, and I will be happy to answer 
any questions from the Committee. 

[The prepared statement of Ms. Chandler may be found in the 
Appendix on page 82.] 

ChairwomanVELAZQUEZ. Thank you, Ms. Chandler. 

Our next witness is Mr. Ken Seilkop. He is a constituent of Con- 
gressman Chabot, and he is the President and Owner of Seilkop In- 
dustries, Inc. Seilkop Industries has been in the Seilkop family 
since 1946. Ken is the second generation owner, and the third gen- 
eration is in place. 

Welcome, sir. 
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STATEMENT OF KEN SEILKOP, A.G. TOOL & DIE, MIAMITOWN, 

OHIO, ON BEHALF OF THE NATIONAL TOOLING AND MA- 
CHINING ASSOCIATION 

Mr.SEiLKOP. Thank you. Chairwoman Velazquez, and members 
of the Committee, thank you for the opportunity to discuss the im- 
pact of currency manipulation and its effects on the precision ma- 
chining industry under current U.S. trade policies. 

My company is comprised of four divisions, including A.G. Tool 
& Die in Miamitown, Ohio. These four facilities have been in the 
Seilkop family since 1946. We employ approximately 95 people in 
the greater Cincinnati area. Both my wife and son work with me. 

A.G. Tool & Die specializes in the design and build of a wide 
range of precision dies, fixtures, and tools for the automotive, appli- 
ance, defense, and aerospace industries. I am testifying as a second 
generation small business owner on behalf of the National Tooling 
and Machining Association. NTMA represents nearly 1,700 custom 
precision manufacturers and 55,000 employees across the nation. 

Our members are small to medium-sized shops employing an av- 
erage of 27 people. Every product that is manufactured is formed 
by a tool, a die, or a mold made by our industry. The future of the 
U.S. machining and tooling industry is being severely threatened 
by low price tools, dies, and precision machine parts imported pri- 
marily from China. The effect of China’s economic growth and prin- 
cipally its unfair trade practices has been costly to the manufac- 
turing, and in particular our industry. 

Since 2001, nearly a third of all U.S. tooling and machining com- 
panies have been forced to shut their doors due to price constraints 
driven by the large influx of low-priced Asian imports into our mar- 
kets. Our industry cannot compete when the playing field is rigged, 
and that is what China has been doing — rigging its currency at a 
level that economists agree is about 40 percent. This practice un- 
dercuts our numbers by artificially lowering the cost of Chinese 
goods, making it impossible for NTMA member companies to com- 
pete against their foreign counterparts. 

This form of protectionism by China is reaping huge rewards. Its 
export-based economy is growing three or four times faster than 
the rest of the world, with factories being built at a record pace. 
It promotes investment in China over capacity and a dangerous ac- 
cumulation of foreign exchange reserves in China. Furthermore, 
China is violating its International Monetary Fund and World 
Trade Organization obligations. It is time for the administration to 
hold them accountable and move aggressively on currency manipu- 
lation. 

Our customers are spending less in the U.S. and continue to look 
to foreign plants and overseas suppliers every day. Every day my 
Chinese competitors beat my best quoted prices by 40 to 60 per- 
cent. I would like to share an example from a Dayton, Ohio-based 
manufacturing company that makes plastic injection molds for the 
industrial Fortune 500 customers. 

Last month he quoted his lowest possible cost for a mold at 
$60,000. In the end, the contract was awarded to a Chinese manu- 
facturer for $25,000 including shipping. The estimated cost of the 
materials alone on that mold were $18,000. There are no tech- 



36 


niques or groundbreaking processes that could garner the cost sav- 
ings needed to overcome such a large price differential. 

While companies like this have a decent chance of competing 
with companies anywhere in the world, we can’t compete with the 
government of China or other countries that manipulate their cur- 
rency. At A.G. Tool & Die we continue to invest hundreds of thou- 
sands of dollars in technology to try and keep up, but this is tough 
to justify when our customers keep demanding lower and lower 
prices. 

American tooling and machining shops must also compete 
against Chinese companies that have cheap labor costs, do not pay 
or pay very little health insurance, legacy costs, and do not have 
to meet our strict environmental and safety standards. 

As I talked to precision tooling and machine shop owners across 
the nation, the plea is, “Level the playing field. We are not afraid 
of competition, but make it fair competition.” I enjoyed the com- 
ment by the Congressman of “fair trade, not free trade.” 

Congress can enact legislation right now that is beneficial to U.S. 
manufacturers that could help to level the playing field. NTMA 
urges this Committee and the entire Congress to pursue every ave- 
nue possible to combat the damage of currency manipulation. Pro- 
longed inaction will only lead to more manufacturing job losses and 
further erosion of our domestic manufacturing base. With little to 
show after years of pressure by the administration on China to re- 
value its currency, the NTMA urges you to pass the Fair Currency 
Act, H.R. 782, introduced by Representatives Tim Ryan of Ohio and 
Duncan Hunter of California. 

This bipartisan legislation with over 100 co-sponsors gives the 
U.S. Government new tools to address currency manipulation and 
would brand such manipulation as an illegal subsidy under WTO 
rules. It would ensure that countervailing duty laws can be applied 
to non-market economies. It applies to any country that is manipu- 
lating its currency. Passage of the Fair Currency Act is a crucial 
first step. 

It is obvious that China’s economic strategy over the past decade 
has been to keep the value of its currency low, boost its exports, 
and hold down imports. The U.S. needs a coordinated, comprehen- 
sive national policy and strategy for manufacturing. Such a strat- 
egy must include addressing currency manipulation, vigorously en- 
forcing our trade laws and agreements, making permanent the 
R&D tax credit, reforming health care to reduce its costs to small 
business, and amending our Tax Code. 

Since China continues to enjoy the benefits of membership in the 
international economic community, it is only fair that it abide by 
the rules. The time for change is now, before our industry and the 
rest of U.S. manufacturing is put at further risk. 

We look forward to working with this Committee and the mem- 
bers of the noth Congress. Thank you again for giving me the op- 
portunity to present our views on this important matter, and I will 
be pleased to answer questions. 

[The prepared statement of Mr. Seilkop may be found in the Ap- 
pendix on page 86.] 

ChairwomanVELAZQUEZ. Thank you, Mr. Seilkop. 
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Our next witness is Jon Caspers. Mr. Caspers is an owner of a 
nursery-to-finish operation that markets 13,000 hogs annually. He 
is also past President of the National Pork Producers Council. 

Welcome, sir. 

STATEMENT OF JON CASPERS, SWALEDALE, IOWA, ON 
BEHALF OF NATIONAL PORK PRODUCERS COUNCIL 

Mr. Caspers. Thank you. Madam Chairman, and members of the 
Committee. I am Jon Caspers, past President of the National Pork 
Producers Council, and a pork producer from Swaledale, Iowa. I op- 
erate a nursery-to-finish operation marketing 13,000 hogs per year, 
and under anyone’s definition I am a small producer. 

I strongly believe that the future of the U.S. pork industry and 
the future livelihood of my family’s operation depend in large part 
on further trade agreements and continued trade expansion under 
TP A. Trade agreements have fueled the export growth in the U.S. 
pork industry. Total U.S. exports of pork and pork products have 
increase by more than 400 percent in volume and value since the 
implementation of the North American Free Trade Agreement in 
’94, and the Uruguay Round agreement in ’95. 

Due to tariff reductions and improved market access under 
NAFTA, Mexico was the number one volume market and number 
two value market for U.S. pork exports in 2006. Thanks to a bilat- 
eral agreement with Japan on pork that became part of the Uru- 
guay Round, U.S. pork exports to Japan have soared. In 2006, U.S. 
pork exports to Japan reached just over $1 billion, and Japan re- 
mains the top value foreign market for U.S. pork. 

U.S. pork exports to Korea have increased over 2,000 percent as 
a result of concessions made by Korea in the WTO tJruguay Round 
in ’95. More recently, U.S. exports of pork have expanded because 
of bilateral deals with Russia, Taiwan, China, and the U.S. -Aus- 
tralian FTA. 

Increasing U.S. pork exports means increasing U.S. jobs. In 2006, 
the United States exported 15 percent of domestic pork production. 
By percentage, then, international trade attributed approximately 

82.500 U.S. jobs in the pork industry alone. A majority of these 
jobs are located in rural America. In my home State of Iowa, about 

62.500 jobs are involved in various aspects of the pork industry, 
ranging from input suppliers to producers to processors and han- 
dlers, as well as main street businesses that benefit from purchases 
by people in these industries. 

According to Iowa State economists Daniel Otto and John Law- 
rence an estimated $2.2 billion of personal income and $3.8 billion 
of gross state product are supported by the hog industry based on 
2005 levels of production in Iowa. Based on the export share of 15 
percent of U.S. production, a comparable share of economic im- 
pacts, or 9,375 jobs, and $333 million of personal income in Iowa, 
result from the exporting of pork products to foreign markets. 

U.S. pork and export growth directly impacts the Iowa pork in- 
dustry and Iowa’s overall economy. In addition to my home State, 
the Iowa State economists have examined the impact of pork ex- 
ports on a number of states and congressional districts outside of 
Iowa. In the attached appendix to my written comments, I have in- 
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eluded pork export district information generated by Iowa State for 
eight of the districts represented on the Small Business Committee. 

As the export growth rates generated by the Uruguay Round and 
NAFTA begin to diminish because the agreements are now fully 
phased in, the creation of new export opportunities becomes in- 
creasingly important. The United States currently has four pending 
free trade agreements — the U.S. -Korea FTA and the Colombia, 
Peru, and Panama Trade Promotion Agreements. Each of these 
agreements were negotiated under trade promotion authority and 
will significantly benefit U.S. pork producers. 

Pork exports positively impact the price of live hogs for all pro- 
ducers in the United States. Regardless of whether the pork from 
a particular hog is exported, the price impact of exports lifts the 
U.S. price for live hogs, so that all producers benefit. When fully 
implemented, the trade agreements with Korea, Colombia, Peru, 
and Panama, will eliminate tariffs and barriers to trade that cur- 
rently limit tl.S. pork products, contributing to the bottom line of 
producers nationwide. 

According to Iowa State University economist Dermott Hayes, 
these four pending FTAs, when implemented, will bring unprece- 
dented economic benefits. The Korea agreement alone will be the 
single most important trade agreement ever for U.S. pork pro- 
ducers. The U.S. Republic of Korea FTA, when fully implemented, 
will cause U.S. hog prices to be $10 higher than they would — than 
would otherwise have been the case. And, likewise, once fully im- 
plemented, the Colombia, Peru, and the Panama FTAs will respec- 
tively cause U.S. hog prices to be $1.63, 83 cents, and 20 cents 
higher, respectively, than would otherwise have been the case. 

Any agricultural economist knows that our sector will tell you 
that pork exports have disproportionately contributed to the profit- 
ability of U.S. pork producers in recent years, and expanding mar- 
ket access through implementation of these agreements will further 
increase producer profitability and stimulate job growth. 

In addition to the four pending FTAs, a successful WTO DOHA 
development round will increase pork exports and strengthen our 
producers. A large DOHA outcome, particularly with the EU and 
Japan, is needed to make the DOHA successful for producers. Cur- 
rently, the United States supplies less than 1 percent of EU pork 
consumption. And while Japan is the biggest value market in the 
world for U.S. pork, there is still enormous potential growth. 

In conclusion, trade agreements significantly benefit all U.S. pro- 
ducers. Fifteen percent of all U.S. pork production is exported 
abroad, and the impact of exports on the livelihood of small and 
medium-sized independent producers is substantial. 

Thank you for the opportunity to present. I look forward to your 
questions. 

[The prepared statement of Mr. Caspers may be found in the Ap- 
pendix on page 93.] 

ChairwomanVELAZQUEZ. Thank you, Mr. Caspers. 

Our next witness is Dr. Lael Brainard. Dr. Brainard is Vice 
President and Founding Director of The Brookings Institution’s 
Global Economy and Development Program. She has served as 
Deputy National Economic Advisor and Chair of the Deputy Sec- 
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retary’s Committee on International Economics during the Clinton 
administration. 

Dr. Brainard, you are welcome. 

STATEMENT OF DR. LAEL BRAINARD, VICE PRESIDENT AND 

DIRECTOR, GLOBAL ECONOMY AND DEVELOPMENT PRO- 
GRAM, THE BROOKINGS INSTITUTION 

Ms. Brainard. Madam Chairwoman, Ranking Member Chabot, 
members of the Committee, thank you for the opportunity to testify 
on this important topic. 

I want to make three observations. First, I wanted to talk a little 
bit about what is happening to our economy. My sense is that our 
economy is undergoing a very profound transformation. The indi- 
vidual elements feel somewhat familiar, but together the combined 
contours are unprecedented in scale, speed, and scope. 

China is pursuing a growth strategy that is export led and for- 
eign direct investment fed at a scale we really haven’t seen before. 
Its booming economy is swelling the coiffeurs of some resource pro- 
ducers, but also posing enormous challenges in manufacturing. In- 
dia’s concurrent economic emergency has also added to the com- 
plexity of the challenge. While India’s growth strategy has differed 
in important ways, its success in exporting higher skilled knowl- 
edge services, such as software programming, has led to a stunning 
expansion of the scope of globalization. 

Many American businesses, large and small, are thriving on the 
new opportunities created by this breathtaking growth of more 
than 9 percent in two of the world’s most populous markets. But 
other American businesses are confronting foreign competition at 
an intensity and a scale they have never experienced before. Some 
of them are faced with the choice of moving over or moving up the 
value chain, concentrating on highly specialized activities in this 
market, or diversifying their geographic base. 

I think the current episode of global integration dwarfs previous 
episodes. If you look at it just from a pure numbers point of view, 
an economy of — an integrated world economy with a labor force of 
about 1.7 billion is being abruptly confronted with absorbing a 
labor force of 1.2 billion with wages that are up to 90 percent 
lower. It is a 70 percent expansion of the global labor force in a 
very short period of time. It is three times bigger than the 
globalization challenge associated with the sequential advances of 
Japan, South Korea, and the other Asian tigers. 

So what is the role of business? And how is small business being 
affected by this globalization wave? As the most dynamic stratum 
of the economy, small business is on the front lines of this new 
wave. As a microcosm of the overall economy, there is enormous di- 
versity in this group, and I think we see it. It is a very nice cross- 
section that we have at this table. 

Many small businesses are encountering unprecedented opportu- 
nities. Others, frankly, are struggling. I think in the old models, 
product life cycle models, the notion was that many businesses 
would stay here until they saturated their market and then move 
abroad. A lot of small businesses or entrepreneurial people are 
going abroad early in their growth, often following their customers. 



40 


Because they are so often on the front lines of globalization, I 
think small businesses have a disproportionate stake in the policies 
shaping globalization. But as this Committee has pointed out 
today, they face much higher transactions costs relative to their 
size, both as they venture into new markets and as they seek to 
influence that policy environment. 

If you think about it, it is true that transparent, predictable cus- 
toms procedures and trade rules make it a heck of a lot easier for 
small businesses, but only if those policies are, first of all, acces- 
sible in the priority-setting stage, in the negotiating stage, and 
then, of course, on enforcement. So those trade rules are necessary 
but by no means sufficient. 

And on the flip side, when an unanticipated surge of foreign com- 
petition causes injury, small businesses may have much less inter- 
nal wherewithal to cushion the blow for their employees. They have 
to rely more on government programs, but it is very costly to access 
those programs. Eligibility criteria are stiff, it is time-consuming, 
and, as we know, the value threshold on safeguards is often hard 
to meet. 

The vibrancy, I think, of our small business sector under any cir- 
cumstances will remain a very key comparative advantage for the 
United States. This sector is the envy of the world, and so even as 
we think about what policies we can put in place to help them ac- 
cess international markets, I think it is important to make sure 
that the foundations remain strong at home. 

Let me quickly just talk about the three pillars of the national 
competitiveness strategy that are important for business in gen- 
eral, but small business in particular. Those are investments in in- 
novation, in education, in infrastructure, and the Chairwoman 
mentioned earlier before the Manufacturing Extension Program, 
which is one of those programs that is highly valued by small busi- 
nesses in the realm of innovation policy. 

On international rules, a second area, it is absolutely true that 
small business depends more than any other segment on a level 
playing field. But if you think about the China example that we 
were referencing earlier, it is astonishing to me that USTR waited 
five years before reviewing China’s trade policy. 

Enforcement should have started day one. When China entered 
the WTO, it was a mature exporter, even if it was not a mature 
importer. And Mr. Hernandez talked about democratizing inter- 
national trade through bilateral trade agreements. That is only 
true if all interests have an equal say at the table. 

And, finally, I think on this issue of bilateral free trade agree- 
ments they aren’t the best way of moving forward for small busi- 
ness. It is very difficult for small business to be able to study the 
minutia of each particular trade agreement. Much better to have 
broad-based trade agreements, but this administration has pre- 
sided over the death of the ETA, the death of the APEC trade agen- 
da where they have ceded the ground to China, and DOHA is on 
life support. So a much more efficient result for small businesses 
would have been a much broader trade agreement. 

Thank you. 

[The prepared statement of Ms. Brainard may be found in the 
Appendix on page 114.] 
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ChairwomanVELAZQUEZ. Thank you, Dr. Brainard. 

Our next witness is Daniel Griswold. Mr. Griswold is the Direc- 
tor of the Center for Trade Policy Studies at the Cato Institute. 
Since joining Cato in 1997, he has authored or co-authored major 
studies on globalization, the World Trade Organization, the U.S. 
trade deficit, trade and democracy, immigration, and other sub- 
jects. 

Welcome. 

STATEMENT OF DANIEL T. GRISWOLD, DIRECTOR, CENTER 
FOR TRADE POLICY STUDIES, CATO INSTITUTE 

Mr. Griswold. Chairwoman Velazquez, and Ranking Member 
Chabot, thank you very much for allowing the Cato Institute to tes- 
tify at today’s hearing. America’s growing engagement in the global 
economy is not just a Fortune 500 phenomenon. Increasingly, small 
and medium-sized U.S. companies are entering global markets, not 
just to sell but to buy and invest. 

Expanding trade and globalization are not a threat to American 
small companies, but an opportunity. And let me briefly outline 
five ways. 

First, globalization is a reality for American companies of all 
sizes. Americans have never spent or earned a higher share of our 
income in the global economy than we do today. Both exports and 
imports as a share of our GDP have never been higher. Small busi- 
nesses that shun global markets are missing out on the great 
growth opportunity of our time. 

Second, U.S. small businesses have benefited as exporters into 
growing global markets, including China. Last year, U.S. exports of 
goods to the rest of the world topped $1 trillion for the first time. 
Export of services reached $422 billion, another record. The Inter- 
net global logistics and an increasingly complex global supply chain 
have created opportunities for U.S. small businesses that simply 
did not exist before. 

China is no exception. Since 2000, U.S. exports to China have 
grown from $16 billion to $55 billion. That is a 23 percent annual 
compound growth rate, fives times faster than our exports have 
grown to the rest of the world. When you add service exports and 
sales through affiliates, American companies are selling more than 
$100 billion worth of goods to the Chinese market each year. 

And more than one-third of U.S. exports to China are produced 
by small and medium-sized enterprises, and the number of SMEs 
that are selling into China’s market has increased five-fold since 
1992. given China’s spectacular double-digit growth, those opportu- 
nities will only continue to grow. 

Third, U.S. small businesses benefit from import competition. 
Trade provides more affordable imported energy, lumber, iron ore, 
steel, rubber, computer chips, bearings, and other components used 
by U.S. companies, small and large, to make their products — their 
final products are more globally competitive prices. 

Imports allow smaller U.S. firms to acquire the capital equip- 
ment they need, including computers, to increase their competitive- 
ness. Import competition, thus, promotes innovation, efficiencies, 
and ultimately the productivity gains that mean higher profits and 
higher real wages. 
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Fourth, U.S. small firms benefit from access to global capital. 
Foreign producers who sell in the U.S. market can use their earn- 
ings to invest in our domestic economy. And inflow of foreign cap- 
ital, which is really the flip side of the trade deficit we have been 
talking about, reduces long-term U.S. interest rates by almost a 
full percentage point. Lower rates mean lower borrowing costs for 
U.S. small businesses, allowing them to expand their productive ca- 
pacity. 

Fifth, U.S. small manufacturing firms can thrive in a more open 
economy. Tens of thousands of U.S. manufacturing companies are 
producing a higher volume of goods and services today than ever 
before. Since the early 1990s, the total volume of output of U.S. 
manufacturers has risen by 50 percent into record territory. Manu- 
facturing profits last year in the United States reached a collective 
$400 billion. That is an 18 percent return on investment. It is a 
myth that our manufacturing base is shrinking. 

To capitalize on all of these opportunities, America’s small com- 
panies need a trade agenda that expands their freedom to sell, in- 
vest, and buy, in a growing global economy. That agenda should in- 
clude bilateral, regional, and multilateral trade agreements that re- 
duce trade barriers with our major trading partners. And those 
agreements — this is especially important to small business — they 
establish predictable and enforceable rules that increase the trans- 
parency when smaller U.S. companies venture abroad. 

And absent trade agreements. Congress should enact unilateral 
trade liberalization here in the United States. What U.S. small 
businesses do not need are higher trade barriers to our domestic 
market. Punitive tariffs against a country such as China would 
threaten to drive up costs for U.S. small businesses and jeopardize 
export opportunities in growing markets abroad. 

Anti-dumping orders and other tariffs against such imports as 
steel or agricultural commodities drive up costs for domestic pro- 
ducers, many of them small businesses. Nor do U.S. small busi- 
nesses need a larger share of federal subsidies for international 
trade. While small and medium-sized companies may qualify for 
such programs as the Export-Import Bank or the Market Access 
Program, they account for a small dollar share of total federal sup- 
port. 

U.S. companies do not need federal subsidies to compete effec- 
tively in foreign markets. Our research at Cato has shown that 
U.S. exporters have outperformed their counterparts in Great Brit- 
ain, Germany, France, Canada, and Japan, even though the share 
of U.S. exports receiving government support is relatively low. 

Federal export subsidies do not promote more exports overall, 
but only reshuffle the export pie in favor of larger U.S. companies 
at the expense of smaller exporters. 

ChairwomanVELAZQUEZ. Mr. Griswold, your time expired. Can 
you summarize, please? 

Mr. Griswold. One sentence in conclusion. In conclusion, if Con- 
gress and the administration want to increase opportunities for 
U.S. small businesses to compete and thrive in a global economy, 
they should work together to reduce barriers to international trade 
and investment wherever they exist. 

Thank you. 
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[The prepared statement of Mr. Griswold may be found in the 
Appendix on page 121.] 

ChairwomanVELAZQUEZ. Thank you. 

I would like to address my first question to basically all the 
members of the panel, and this is talk about negotiation and trade 
agreements. We all know that the negotiation process is a critical 
component of the nation’s trade strategy. By setting priorities, im- 
plementation procedures, and industry rules, this process deter- 
mines who benefits from trade agreements. 

So I would like to ask each one of you if you can recommend any 
provision that should be included in negotiation standards that you 
think will increase small business benefits from trade agreements. 
Ms. Chandler? 

Ms. Chandler. Thank you. Well, the trade agreements that are 
currently being negotiated and that have been negotiated start to 
address a number of non-tariff trade barriers and tariff barriers 
that are helpful to any company that is looking to get into a foreign 
market. 

Certainly, there are other provisions that could be negotiated and 
could help small and medium-sized companies as well as large com- 
panies. Some issues that we have been looking at recently for our 
membership include environmental standard harmonization, look- 
ing at the way standards are harmonized, as well as the use of fair 
use provisions in free trade agreements. 

Intellectual property rights is a very, very important component 
to our members, both for copyright piracy, but there is also an IPR 
issue of fair use. A number of our members rely heavily on con- 
sumers’ lawful use, sort of Section 107 of U.S. copyright law, to ac- 
cess domestic markets. And now increasingly with innovation and 
export to foreign markets, it is going to be an important component 
of innovation abroad. 

The U.S. -Chile Free Trade Agreement is the only free trade 
agreement that has looked at fair use in some way in free trade 
agreement. It addresses knowingly circumvent language. We would 
advocate that other free trade agreements adopt a template that 
brings that language into future negotiations. That will allow com- 
panies like Google who cache images, Tivo, Sling Box, Sling Media, 
who take time and play shift content, to operate overseas. 

Thank you. 

ChairwomanVELAZQUEZ. Thank you. 

Mr. Seilkop? 

Mr.SEiLKOP. I think the biggest thing that I would ask is we just 
enforce the trade agreements that are in place, which I don’t see 
happening. And, again, I embrace the Congressman who talked 
about fair trade. As I said, we are not against — we don’t want tar- 
iffs and barriers. We just want to be able to compete on a level 
playing field, so anything that can be put into trade agreements 
that helps us in that area would be appreciated. 

ChairwomanVELAZQUEZ. thank you. 

Mr. Caspers? 

Mr. Caspers. Yes, thank you. Regarding the negotiated process, 
I think certainly a number of the agreements we have today, as I 
mentioned in my testimony, have achieved much greater access in 
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the markets across the world. A lot of the reasons the reduction in 
tariffs in those markets, and under a reasonable timeframe, I think 
a lot of the agreements that are pending achieve that as far as 
pork is concerned. 

One issue that is a primary concern to us is our SPS issues, 
making sure that we have true access. The acceptance of the U.S. 
meat inspection system as an equivalent is certainly important. We 
have seen other agreements where that wasn’t the case, that we, 
in reality, did not have access. But the current agreements that are 
pending in all cases they have agreed to accept the U.S. meat in- 
spection system as equivalent to their own system. So that will 
give us good access. 

Certainly, transparency and how all the rules and regulations of 
trade are applied is an important and consistent application of 
those regulations. And, lastly, I guess I would say that, you know, 
some kind of a timely mechanism for dispute settlement is cer- 
tainly important. 

ChairwomanVELAZQUEZ. Thank you. 

Dr. Brainard? 

Ms.Brainard. It is an important question. My hunch is that 
there is probably not one particular provision, that there is a diver- 
sity of interest among the small business community. But they are 
going to weight priorities quite differently I think than their large 
corporate counterparts, who I believe do tend to get better rep- 
resentation because of their resources in the policymaking process 
and the negotiating formulation process. 

And so rather than focusing on one provision, I think as this 
Committee has done in their earlier questioning is to ask whether 
there are things that Congress could ask for, either in trade pro- 
motion authority, in the budget, that would ensure that there is 
special access mandated for a small business to be represented ei- 
ther as a share of each industry represented or as sort of special 
access point within USTR and within Commerce. 

ChairwomanVELAZQUEZ. Do you think it was a fair question to 
ask to Ms. Moore when I questioned her regarding the lack of out 
of the 22 USTR representatives that none really is there to rep- 
resent small businesses, or a special one just to represent small 
businesses? 

Ms.Brainard. I mean, I think if you look at the kind of increase 
of the ouster positions, over the years they have been put in place 
where an industry segment or a set of concerns have been seen to 
not receive the kind of attention that they deserve in the economy. 
So I think it is one possible answer. 

I think her answer, which is that it is a cross-cutting issue, is 
certainly true. The question is, okay, then, create an institutional 
mechanism to make sure that cross-cut happens for every trade ne- 
gotiating priority setting. 

ChairwomanVELAZQUEZ. thank you. 

Mr.GRiswOLD. My answer would be to just echo what — a couple 
of things Mr. Caspers said. One, I think small businesses have the 
same interest as large businesses in market access, not just abroad 
but here at home. So I think speedily implementing commitments 
to market access. What are we at now? Eighteen years for phase- 
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in on some of these things? I think that is getting — bordering on 
ridiculous, so I would condense the phase-in period. 

Secondly, I think non-tariff trade barriers are important. It is 
one thing to face a tariff. It is another to face these maddening reg- 
ulatory barriers, which big business can handle more easily. They 
have got lawyers. They have got representatives on the ground. 
You are talking about SPS and other non-tariff barriers, so I think 
negotiating transparency is very important for small business. 

ChairwomanVELAZQUEZ. Thank you. 

Dr. Brainard, many U.S. companies have established export fa- 
cilities abroad, particularly in China. U.S. corporations produce 
goods in these factories and many times export them back to the 
U.S. In your opinion, do trade agreements which not only open 
markets but also permit businesses to locate in partnered countries 
encourage the offshoring of U.S. industries? 

Ms. Brainard. I don’t think they necessarily encourage the 
offshoring. I think China is a special case, because there have been 
all kinds of provisions that are kind of hidden in all kinds of dif- 
ferent ways — tax provisions, special preferences, and then actual 
requirements that multi-nationals who want to locate there and 
sell into the market have been traditionally required to actually ex- 
port as a share of their production. 

Now, the WTO rules should, to a great degree, level the playing 
field. But as we know on some of the tax incentives, they were vio- 
lating I think the rules, and so, you know, it took USTR a long 
time to take a case on that. But I think they will prevail on it. So 
I don’t think that they necessarily do, but a lot of countries — and 
China is I think a very striking example — do put in place rules 
that create incentives like that for multi-nationals. 

ChairwomanVELAZQUEZ. Thank you. 

Mr. Seilkop, during the Clinton administration, they filed over 10 
enforcement cases per year with the WTO to fight unfair trade 
practices, yet the Bush administration has only filed three per 
year. And I know that you talked about the manipulation of the 
currency, the Chinese manipulation of the currency. 

So what we have here is a lack of strong enforcement of inter- 
national agreed-upon trade regulations. Can you talk to us a little 
bit about what does that mean for businesses like the one that you 
have? 

Mr. Seilkop. I pretty much I think stated it in my testimony is 
that it just creates a totally unfair, unlevel playing field for small 
manufacturers, particularly in the tooling and machining field. My 
customers, in creating tooling and special machining, things like 
that, we make tooling that is actually used to produce other prod- 
ucts, so these products are then possibly exported. 

For me to create tooling to export to the foreign market is not 
a good case in point. There is already an overcapacity of what we 
produce in the Far East. They have created a lot of capacity to 
produce this. That is why they are exporting it back here in this 
country. What I have actually been encouraged to do is shut down 
my operation in the United States, buy a company in China, build 
tooling in China, and export it back to the United States. And 
something seems just really wrong with that for me. 

ChairwomanVELAZQUEZ. Thank you, Mr. Seilkop. 
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And now I recognize Mr. Chabot. 

Mr.CHABOT. Thank you very much, Madam Chair. And just one 
comment quickly, and I don’t want to get into too much of a spat 
here of the Clinton versus the Bush administration on this issue, 
or a whole range of issues that we could probably debate until the 
cows come home. 

But it is my understanding, just relative to raw numbers, that 
in the Bush administration that they have been focusing on cases 
that they believe that they can win, and they are exercising their 
discretion to some degree and focusing on — there have been settle- 
ments, and they are negotiating cases where they think that they 
can actually get the job done short of going to court. 

It is kind of a quality versus quantity issue. But in any event, 
I am sure the truth is somewhere in between all of that, and I 
would be certainly happy to follow up with you on that particular 
issue. 

But let me go to Mr. Seilkop, if I can. You expressed your sup- 
port for H.R. 782, legislation that would define currency manipula- 
tion as a subsidy under U.S. trade law and make it easier for the 
U.S. to impose new tariffs on Chinese goods under the counter- 
vailing duty law. And as you probably know, I am a co-sponsor of 
that legislation. I agree with you on that. 

Could you elaborate on why this is an important step that we 
should take again? 

Mr. Seilkop. Well, it is our opinion from the National Tooling 
and Machining Association that the Chinese manufacturers, be- 
cause of the currency 40 percent difference, have a tremendous ad- 
vantage in exporting tools to the United States, and it is a tremen- 
dous b^arrier on importing product into China. It kind of works both 
ways, and it creates a tremendous amount of cash being trans- 
ferred to the Chinese economy. 

As I stated in my example, the gentleman in Dayton who hap- 
pens to be a personal friend of mine, you know, he quoted 60,000. 
The order was let for 25,000; 18,000 of that was material. There 
is just not enough labor content in there. There has to be some sub- 
sidies going on somewhere or some inequities, because the tech- 
nology is the same. 

We in the United States use exactly the same technology to 
produce tooling/precision machining that they do in China. The 
same machine tools are used here that are used there. There is a 
difference in labor, but the labor content, you have to realize, as 
manufacturing has gotten more technical, the labor content con- 
tinues to shrink. So the labor content of what we do just keeps get- 
ting smaller and smaller, which really makes that dynamic get big- 
ger and bigger. It just emphasizes the fact that this currency thing 
is playing a bigger part. 

Mr.CHABOT. Okay. Thank you. And you still have your opening 
statement there, I assume, in front of you there. Could you refer 
to right towards the end of the statement, the very end, you stated 
five recommendations that you would make that you thought would 
be particularly helpful. And I was just wondering if you could go 
over those one more time, if they are easily available. 

Mr. Seilkop. Yes. The strategy must include addressing currency 
manipulation, enforcing our trade laws, as I already mentioned. 
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making permanent the R&D tax credit. That is another area that 
U.S. manufacturing, and particularly the Precision Tooling and 
Machining Association, we really need that tax credit to be made 
permanent. I think it expires the end of 2007. Again, it just kind 
of gets moved up year by year, and that is what really helps small 
manufacturers to find newer, faster, better ways to machine prod- 
ucts. 

And then, the health insurance — of course, we have been talking 
about this thing — the access of small companies to health insur- 
ance, we want to offer our employees good health insurance. But 
access is really tough for small companies, and there is no way for 
us to pool together like the big companies do. 

So there has got to be something done to help us pool together. 
And then, of course, the unfunded mandates that we get, you know, 
OSHA, EPA, and all those things that the offshore competition isn’t 
forced to deal with. 

Mr.CHABOT. Thank you very much. I appreciate that. 

And then, finally, Mr. Griswold, if I could go to you for just one 
more question. As you probably know — well, Mr. IGrk Miller from 
the U.S. Department of Agriculture testified a little bit earlier, and 
one of the things he mentioned — and I agree with much of what he 
said — he did mention one program, however, the Market Access 
Program. 

And as you probably know, you know, there are a number of us 
that have not been fans of the Market Access Program, not because 
we don’t think that what they do ought to be done. And, essen- 
tially, what they do is help to pay for advertising for trade associa- 
tions to advertise their products overseas, which ought to occur. 
That was reformed. Prior to that, companies could get the funding 
to advertise their products overseas, and it was reformed, and then 
it was trade associations now that get the money to advertise over- 
seas. 

And, again, I want to be clear. Trade associations and companies 
should advertise overseas. We want them to sell their products 
overseas. The question is: should it be the taxpayer that pays for 
that advertising? Which is what the Market Access Program does. 
Or should the folks who directly benefit do it themselves? 

I would come down into the category that the taxpayer ought not 
to do that, and I have offered an amendment quite a few times over 
the years. We have never prevailed on that amendment. We usu- 
ally get about 100 votes out of 435. It is usually split between Re- 
publicans and Democrats to some degree, but I was just curious if 
you might want to comment on that from Cato’s point of view. 

Mr. Griswold. Mr. Congressman, I think you are on solid ground 
in your critique of the Market Access Program. We have examined 
that at Cato, along with other export promotion programs, and we 
found that, one, they do not promote overall U.S. exports. They 
tend to just reshuffle the pie and focus U.S. exports in a particular 
area. 

These programs tend to be very much biased towards bigger 
businesses that are doing that kind of advertising abroad. Mcllon- 
ald’s and others have benefited from the Market Access Program. 
I have nothing against McDonald’s, but they shouldn’t be relying 
on the U.S. taxpayer to underwrite their advertising budget. 
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So I think you are on solid ground. U.S. companies have all the 
resources they need to advertise abroad. As we heard earlier today, 
U.S. exports are sizzling, including manufacturing exports, and 
they don’t need the federal taxpayer to underwrite that success. So 
your amendments are on solid ground. They would not hurt U.S. 
exporters one bit. In fact, I think they would help small U.S. busi- 
nesses to get a little bigger share of that growing export pie, if Con- 
gress wasn’t distorting the overall picture. 

Mr.CHABOT. Thank you very much. And if I could just conclude 
by my — one of the — my recollection of one of the more egregious ex- 
amples of how the dollars can be sort of wasteful was the infamous 
California grapes situation where you remember the I Heard it 
Through the Grapevine, had the dancing grapes and stuff, and they 
were trying to sell them over in Japan, I believe it was. 

Well, the people over there — they weren’t sure what they were. 
They weren’t familiar with the song, and they thought they were 
prunes or potatoes that were dancing. They couldn’t figure out why 
they were dancing. And, apparently, small children were being 
scared by these commercials, and it was just sort of American tax 
dollars that were wasted. And so it is a great story, and so I 
thought the folks would appreciate that out there. 

So, Madam Chairwoman, I yield back the balance of my time. 
And, unfortunately, I am going to have to head over to the Judici- 
ary Committee to offer that amendment. They just sent me an e- 
mail. 

I want to thank all the witnesses for coming and their testimony. 
I thought it was very helpful, and especially, obviously, the gen- 
tleman from my district, Mr. Seilkop, and his bride, who also hap- 
pens to be here with him today. 

Thank you. 

ChairwomanVELAZQUEZ. Thank you, Mr. Chabot. 

Mr. Gonzalez. 

Mr. Gonzalez. Thanks very much. Madam Chairwoman. I guess 
I want to start with some basics, because I don’t even think we 
start with the same basic principles. I am going to assume that the 
following is accurate. 

If the world was just a big store, the United States would com- 
prise 20 percent of the consumers frequenting that store. That is 
our purchasing power. That is our performance in these markets. 
So you would think we, in our country, have the citizens and the 
ability of those citizens to purchase just about everything under the 
sun that we could produce in our own country. But that is not hap- 
pening. 

And I know, Mr. Griswold, you said that manufacturing is not 
diminishing. It is actually increasing. So this American consumer 
goes to the store and would like to buy an American-made gar- 
ment. Not going to be there. How about an American-made pair of 
shoes? Not going to be there. How about an electronic device, a tel- 
evision? I can’t remember the last time Zenith or Emerson or who- 
ever it was built something in the United States. That is not going 
to happen either. 

You can buy a car manufactured in the United States, more like- 
ly than not by an international owner of that particular manufac- 
turing plant, but that is okay. Tool die and manufacturing, I think 
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we have a witness here who is telling us that is a real difficult 
thing to do. It is ironic that Mr. — is it Seilkop? 

Mr.SE TT.K OP. Yes. 

Mr. Gonzalez. Seilkop. Produces machinery that then produces 
products. But the individual that he is selling to may not even pur- 
chase that domestically, hut, rather, internationally imported, and 
then whatever they may produce they may not even have a market. 
So, I mean, it is almost ridiculous when you think in terms. 

So why is it that we don’t have that manufacturing capacity? 
And a lot of it, look, we have to just face the reality that sooner 
or later other countries are going to develop and have the ability 
to manufacture certain goods. I mean, I would like to know, Mr. 
Griswold, what is American business’ stock and trade when it 
comes to exports? 

Mr. Griswold. Congressman, thank you for the question. The 
U.S. economy is changing. First, 80 percent of Americans and prob- 
ably 80 percent of your constituents work in the services sector. 
And you can earn a good middle class job in the service sector — 
teachers, accountants, financial analysts — all these other things. 
Your constituents — most of your constituents are middle class serv- 
ice producers. 

When you look at manufacturing, the overall output of U.S. fac- 
tories, the real value continues to grow. It is up 50 percent from 
the early 1990s, double what it was in the 1980s. We are trading 
up. Yes, we are producing fewer shoes in Maine and other states 
like that, fewer T-shirts. Those tend to be low-tech, labor-intensive 
goods that have been moving offshore for decades. 

What we are producing more of, Mr. Congressman, are things 
like pharmaceuticals, chemicals. We are also exporting a lot of agri- 
cultural products, soybeans and that sort of thing, aircraft, sophis- 
ticated semi-conductors, sophisticated medical machinery. These 
are things that have a lot of brain power in them, a lot of capital 
machinery behind them. So we are trading up in manufacturing. 

Our manufacturing base is expanding. If you look at value added, 
it is about the same share of the economy that it has been for years 
and years. 

Mr. Gonzalez. But what you have described is big business. 

Mr.GRiswOLD. That — 

Mr. Gonzalez. And let us find a component there somewhere for 
small business, and that is what we are discussing here. How can 
we fit that small business component in this big picture that you 
just outlined, because if there is increasing manufacturing capacity 
and we are actually increasing rather than decreasing, you have 
just described the arena pretty much occupied by big business. 

What advice would you give Mr. Seilkop regarding his enter- 
prise? Short of moving to China. But if that is your advice, to move 
to China, open your shop up, you ought to be real honest about 
that advice and say, “Do that.” 

Mr. Griswold. It depends on the business that you are in, and 
maybe ultimately that would be the decision he would have to 
make. I am just saying if you are interested in the U.S. maintain- 
ing and expanding a manufacturing base, we are expanding our 
manufacturing base. Yes, perhaps more of it is big business. 
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They are the ones that have the capital, the R&D departments 
that can move up the value chain, but there are also a lot of small 
Mom & Pop medal fabricating plants and that sort of thing. And 
by the way, they have an interest in being able to buy affordable 
steel and other inputs at global prices, so when we put steel tariffs 
on imports we are jeopardizing jobs and a lot of U.S. manufacturers 
that use steel in their components. So — 

Mr. Gonzalez. Mr. Seilkop had a real good point, though, that we 
impose many more conditions that drive the cost up of manufac- 
turing a product. And rightfully so, I mean, we don’t want Third 
World conditions in our factories and such. I mean, that makes a 
lot of sense. Hopefully, we have progressed it a little bit further 
down the road. 

Does he have a point that maybe we ought to be considering 
some of that? And how do we implement that to protect the small 
business individual and his investment? In other words, if you have 
a cheaply produced product from China that is not subject to the 
same regulatory scheme that we have in the United States, and for 
good purpose and for good reason — that works to the benefit of the 
manufacturer and the consumer — how do we adjust that? 

And the second part of it is Mr. Seilkop has also pointed out the 
disadvantage of the Chinese currency pegged to the — artificially 
pegged to the American dollar. What about those two components? 

Mr.GRiswOLD. Well, first, I would always advocate Congress to 
lower taxes on business and streamline regulations. Let us do it for 
the benefit of U.S. businesses and our economy. U.S. companies can 
compete. Countries will have different regulatory systems based on 
their level of development. China will have one, we will have an- 
other one, Europe has got yet another regulatory system. 

We need to find what we can specialize in, just my point being 
the overall U.S. manufacturing sector is doing relatively well — 
record profits, 18 percent return on investment. Some manufactur- 
ers are losing out, moving offshore, others are expanding. That is 
just my basic point there. 

The currency — I wrote a study last summer. You can find it at 
freetrade.org. But the bottom line is I think China does need to 
move towards a more flexible currency. They are moving in that di- 
rection. If the purpose of China’s currency has been to discourage 
U.S. exports to China, it has been a spectacular failure. As I testi- 
fied earlier, our exports have been going up 23 percent a year. 
Manufacturing exports to China are going up. 

Mr. Gonzalez. But the converse of that is simply it has made 
Chinese exports much more affordable and attractive, and we are 
a consumer nation, and we can’t — 

ChairwomanVELAZQUEZ. Would you gentleman yield? 

Mr.GoNZALEZ. Of course. 

ChairwomanVELAZQUEZ. If we are doing so well, how can you ex- 
plain the huge trade deficit? 

Mr.GRiswOLD. I would say two responses, to not be too concerned 
about the trade deficit. One, imports are good. You know, your con- 
stituents are buying those Chinese goods every day. They are mak- 
ing the lives of your constituents better every day at home and the 
office, especially low-income constituents who spend a dispropor- 
tionate amount of goods of their income on the kinds of products 
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made in China — affordable shoes, affordable shirts. Those are good 
things for your constituents. 

Secondly, the flip side of the trade deficit is capital, an inflow of 
foreign capital. The Chinese are saving a lot. We don’t save very 
much here in the United States, including the Federal Govern- 
ment, which eats into the savings with its deficit. So those Chinese 
savings come here to the United States and help reduce interest 
rates, which is promoting investment, keeping mortgages down. 

I would like to see China’s currency be more flexible. I would like 
to see Americans, starting with the Federal Government, save 
more. But absent that, I think we should appreciate the tremen- 
dously mutually beneficial trade relationship we have with China. 

Mr. Gonzalez. May I reclaim my time? And I will finish up, Mr. 
Griswold, and I really appreciate — I know I am ignoring everybody 
else, but obviously I have some issues regarding Mr. Griswold’s tes- 
timony. Would you support the Ryan legislation on Chinese cur- 
rency? 

Mr. Griswold. I don’t believe so. I think anything that results in 
higher tariffs against Chinese goods may benefit a certain small 
segment of the U.S. economy, but at the overall expense of your 
constituents, American consumers, our overall trade relationship 
with China. I don’t want to jeopardize our tremendously growing 
exports to China, and I don’t want to deprive Americans of access 
to those goods from China that are making our lives better every 
day. 

Mr. Gonzalez. And you pinpointed something — the increase in 
manufacturing capacity. And I would imagine that maybe chip 
manufacturing and processors and such, like Intel, how would you 
explain Intel setting up shop in China as being beneficial for the 
economic interest of the United States? 

Mr. Griswold. I would defer to my friend down at the other end 
who knows all about this industry. But my understanding is chips 
are not homogenous. We specialize in the higher end specialized 
processing chips here. We tend to offload the lower tech memory 
chips and other things to China. I think U.S. businesses should be 
free to arrange their supply chains in a way that maximizes the 
value for their shareholders, increases opportunities for their work- 
ers, but ultimately serves their customers. 

Mr. Gonzalez. And the Chinese will be quite satisfied for an in- 
definite period of time producing that particular chip, and maybe 
not benefiting by the technology or maybe higher end chips down 
the line, which would be in direct competition with Intel’s operation 
in the United States. 

I am not saying it is an easy call, but I am talking about Intel. 
And the same considerations they may have, I have got Mr. Seilkop 
here who is telling us, “I don’t really want to move my operation 
to China.” 

And thank you for that, Mr. Seilkop. And I yield back. 

ChairwomanVELAZQUEZ. Time is expired. 

Dr. Brainard, I would like to ask you — a trade deficit, as a meas- 
urement, does it question the competitiveness of a country? 

Ms. Brainard. A trade deficit, sort of at a point in time, doesn’t 
tell you. It is not sort of a sufficient piece of information in the 
sense that if we are growing much faster than our other competi- 
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tors, and our investment opportunities here, the money that we are 
absorbing from abroad is being put in the highest productivity 
uses, it might be okay for a period of time. 

Our trade deficit today is not okay, and it is not okay because 
it has been sustained over a very long period of time, because we 
are borrowing seven percent of our income every year from for- 
eigners, and a disproportionate amount from China. And so I think 
over a very sustained period of time it should lead us to be very 
concerned. 

The other thing that I think you always want to look at is, so 
where is the capital going that is coming into the country? And if 
it is being absorbed by Treasury bills to feed the deficit, because 
we have got unaffordable tax cuts that we are using — that we are 
doing at the same time we are prosecuting a rather expensive war, 
that should trouble us because you are not going to see a turn- 
around in terms of productive investments that are going to then 
be available to service that debt. 

And, of course, the biggest concern is that the markets get nerv- 
ous. And at that juncture, you could have a very strong shift in in- 
terest rates, which would curtail growth here. So it is just an un- 
necessary risk that the administration should have taken policy to 
avoid several years ago. 

ChairwomanVELAZQUEZ. Thank you. 

And with that, I would like to thank all the witnesses for the tes- 
timonies today. And members will have five legislative days to sub- 
mit statements and other materials for the hearing record. 

The hearing is adjourned, and I thank you. 

[Whereupon, at 12:52 p.m., the Committee was adjourned.] 
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Hearing U.S. Trade Policy and Small Business 
Wednesday, Jime 13, 2007 

I am pleased to call the Committee’s first hearing this session on U.S. trade policies to order. 
The country is currently facing many decisions concerning how we engage in global trade. 
New international commitments are being considered - such as free trade agreements with 
countries in Latin America and Asia - as well as with World Trade Organization members. 

Congress is also considering reauthorizing the President’s Trade Promotion Authority, which 
expires this month. Further, new resources are being proposed to help Americans adapt to 
global market integration through the reauthorization of the Trade Adjustment Assistance Act. 


Designing this nation’s trade strategy should incorporate a key source of competition and 
innovation in international markets - small businesses. US businesses have experienced 
mixed results as our economy has become integrated with those of foreign countries. Benefits 
from these changes include increased availability of foreign goods and vast new markets for 
businesses to access. 

Since 2002, however, the nation’s annual trade deficit has been rising to unprecedented levels, 
growing over 15 percent per year. This imbalance is largely attributed to a flood of imports, 
which has resulted in many US industries losing their position as global leaders. 


Small businesses can help reverse some of the unfortunate trends caused by global integration 
and increase its benefits. Small businesses represent 97 percent of all export enterprises and 
dominate many industries that sell goods abroad. Entrepreneurs are also successful in 
meeting the challenges of a free market. Highly innovative and flexible, they are capable of 
adjusting to the dynamic needs of consumers. 

However, these firms face barriers in maintaining a significant share of domestic and global 
markets. They are hit with higher costs for overseas transactions and domestic production. 

As a result, small companies generate less than one-third of export revenues and confront 
steep competition from low-cost producers. 


Given their contributions, it is critical that entrepreneurs are considered in the nation’s trade 
strategy and that obstacles to their competitiveness are removed. The first step is to 
incorporate their interests in the negotiation and implementation of trade policies. It is not 
enough for trade commitments to open markets - they must also be accessible for all US 
businesses. 
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Prioritizing small businesses in regional and world trade agreements requires mandating 
market access to the sectors in which entrepreneurs participate. It also involves providing 
trade facilitation measures; and ensuring information is available to cost-effectively market 
and transport goods abroad. 

As unfair trade practices continue, such as intellectual property violations and import 
dumping, US enforcement must be strengthened. Harmonizing rales and fairly enforcing 
them helps level playing field for small firms. Addressing unfair trade balances, such as the 
US-China deficit, which increased by 12 percent since March, ensures small businesses 
remain competitive both globally and at home. 

A comprehensive trade strategy must ensure that as we open our doors to foreign competition, 
our firms remain strong. US trade policy should create a modem framework that ensures 
businesses can access markets freely. Domestic assistance programs - such as those 
administered by the federal agencies here today - are key components of this framework. 
Related assistance, such as that contained in the National Export Strategy and the Trade 
Adjustment Assistance program, will ensure small businesses can take advantage of new 
markets. 

Small firms play a crucial role in promoting the global competitiveness of our country’s 
industries. Including them in the process of developing U.S. trade strategy will support the 
growth of the nation’s economy as well as reduce the trade deficit. Effective policies and 
enforcement will ensure this nation remains a global leader. By doing so, we will make sure 
the benefits of trade are more widely distributed to not only businesses, but also to more of 
our nation’s communities. 

I now recognize Ranking Member Chabot for his opening statement. 
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Madam Chairwoman and members of the House Small Business Committee, I am pleased to 
participate in today's hearing. 

The Office of the U.S. Trade Representative (USTR) is responsible for developing and 
coordinating U.S. international trade policy. Our work aims to increase exports by expanding 
market access for American goods and services abroad and securing a level playing field for 
American workers, farmers and businesses of all sizes in overseas markets. USTR negotiates 
with other governments on these matters. We work closely with other agencies, Congress and 
numerous other stakeholders in this effort. In addition, we enforce agreements and resolve trade 
problems using a wide variety of tools, including bilateral discussions, negotiations, and formal 
dispute settlement proceedings. 

For small business, our key task is to break down trade barriers abroad through govemment-to- 
govemment negotiations so that we open the door to new markets. Our partner agencies, such as 
the Department of Commerce, the Department of Agriculture, and the Small Business 
Administration (SBA), help small and medium-sized business and farmers walk through the door 
to take advantage of these new markets and new customers. Since 95 percent of potential 
customers reside outside our borders, American small businesses benefit when we expand U.S. 
access to consumers and households abroad who want to buy and enjoy our products. 

Small businesses drive U.S. exports. Ninety-seven percent of all U.S. exporters are small 
businesses, accounting for more than a quarter of U.S. goods exports. Even the smallest of U.S. 
businesses are big players in global markets - according to the Department of Commerce, more 
than two-thirds of U.S. exporters have fewer than 20 employees. 


U.S. Small Businesses Export to the World 

USTR is committed to reducing trade barriers so that American small businesses can succeed in 
the world market. Our trade agenda is uniquely attuned to helping small business, by lowering 
the costs of selling to customers overseas, minimizing risks in foreign markets, insisting on 
intellectual property rights protection and enforcement, and promoting the rule of law, providing 
certainty and predictability for U.S. investors and small business owners. Where larger 
companies can take on the financial burden, manage the risk, and employ the necessary human 
capital to create new export opportunities abroad, small business owners frequently do not have 
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these resources. That is why USTR’s efforts to open the doors to exporting abroad — and 
Commerce, USDA, and SB A assistance to help small businesses walk through the door - are 
needed. 

Allow me to present some statistics to give you a more concrete picture of the importance of 
trade to U.S. businesses, both small and large, and their workers. Across the 50 states, trade is 
helping small businesses to succeed. SMEs accounted for almost 99 percent of the 1992-2004 
growth in the exporter population. The number of SMEs that exported merchandise more than 
doubled in this period, soaring from 108,026 in 1992 to 225,139 in 2004. 

For example, businesses in New York State exported to more than 200 foreign destinations in 
2006, with exports of merchandise totaling $57.4 billion. New York was the third largest 
exporter among the 50 states in 2006, with its exports to the world increasing by $20.4 billion 
from 2002 to 2006. The state's largest market in 2006 was NAFTA member Canada ($12.2 
billion), followed by Israel ($4.6 billion), and the United Kingdom ($4.2 billion). Other top 
markets included Switzerland, Japan, Hong Kong, Germany, Mexico, Belgium, and China. One- 
sixth of all manufacturing workers in New York are supported by exports (2003 data are the 
latest available), in categories such as computers and electronic products ($7.7 billion in 2006), 
machinery ($5.7 billion), transportation equipment ($5.5 billion), and chemicals ($4.8 billion). 

According to the Department of Commerce, 25,146 companies exported goods from New York 
locations in 2005, the third highest number among the 50 states. Of those, 94 percent, or 23,548 
firms, were small and medium-sized enterprises (SMEs), with fewer than 500 employees. SMEs 
generated more than half (54 percent) of New York's total exports of merchandise in 2005. That 
is the fourth highest percentage among the 50 states and well above the national average of 29 
percent. 


Likewise, in the State of Maine, where 2006 goods exports were equivalent to 6.6 percent of 
state GDP, exporters have been recognized for their achievements. The U.S. trade agenda of 
opening markets abroad offers more growth and sales opportunities for these Maine businesses. 
In April, the state held its annual International Trade and Investment Awards. Recipients are 
businesses or individuals who have demonstrated outstanding success in international trade. For 
example. The Maine Exporter of the Year for 2007 is Oak Island Seafood Inc. Established in 
1995, Oak Island Seafood is a scallop processing company located in Rockland that services the 
domestic, European and Asian markets, selling fresh and frozen scallops to distributors and 
retailers around the world. The company has also introduced new lines of Maine seafood 
products, such as frozen coldwater shrimp and clams, to international markets. 

Another example is the Maine 2007 International Innovator of the Year, Trillium 
Diagnostics, LLC of Brewer. Established in 1996, Trillium develops innovative medical 
diagnostics for laboratory hematology based upon the research of company founder and 
President Dr, Bruce H. Davis, and presently exports products to NAFTA partner Canada, 
the European Union, FTA partner Israel, FTA partner Australia, China, Japan, Brazil, and 
our prospective FTA partner, Korea. 
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The U.S. Trade Agenda and Small Business 

However, more needs to be done to open markets for companies like Oak Island Seafood, 
Trillium Diagnostics, and tens of thousands of others across the country. Small and medium 
businesses have great potential for expanding their sales overseas, but the cost of doing business 
overseas is often too high for small firms. As a 2004 SBA report entitled,” Costs of Developing a 
Foreign Market for a Small Business: The Market and Non-Market Barriers to Exporting by 
Small Firms found, trade barriers, including red tape in foreign markets serve as impediments to 
U.S. small business exports. For those companies who wish to take advantage of the 
international market place, the large start-up fixed costs of exporting are so high that they have 
served as another obstacle to exporting. 

Small businesses need markets to be open and easy to navigate. The U.S. trade agenda is crafted 
to meet this challenge by pursuing trade opening efforts on three, mutually reinforcing, tracks, 
including global negotiations at the WTO, regional and bilateral ifee trade negotiations with 
numerous partners, and stewardship of the multilateral trading system through establishment and 
enforcement of an agreed-upon set of rules. 

Doha Round: Breaking down barriers in a multilateral setting among the 1 50 Members of the 
WTO would create the greatest benefit in easing the costs of doing business for small businesses 
that sell abroad and use inputs from partners around the world. The U.S. commitment to 
completing the Doha negotiations remains strong. We will provide the necessary leadership, but 
all major trading partners have responsibilities, and must contribute. This Round is of critical 
importance for American farmers, ranchers, and businesses providing goods and services. But it 
is also a Development Round that has the potential to help lift millions out of poverty worldwide. 
The key to a Doha success is to create new economic opportunities on a global basis, and that 
can only happen with a strong market-opening outcome. The litmus test is a market-opening 
outcome that delivers meaningful new trade flows in agriculture, manufacturing, and services - 
which is also the best way to secure real development benefits 

Accession to the WTO: Vietnam has become the 150th member of the WTO, marking an 
economic and governmental transformation in that country of historic proportions. The 
accessions of Ukraine and Russia are also pending. Strong U.S. bilateral market access 
agreements negotiated with each of these countries will help to ensure that they are fully- 
integrated and fully accountable participants in the trading system. U.S. leadership in this regard 
and the consistent and principled application of enforcement provisions at the WTO are helping 
to construct a set of rules that is the very embodiment of fair trade. 

Bilateral and Regional Free Trade Agreements: Free trade agreements concluded by the United 
States are comprehensive agreements with strong commitments, setting the standards for these 
agreements around the globe. Our free trade agreements (FTAs) not only level the playing field 
for American farmers, ranchers, manufacturers and service providers, they also strengthen 
intellectual property rights, and they promote transparency and the rule of law, and safeguard 
labor and environmental standards. Exports to our FTA partners are growing twice as fast as our 
exports to non-FTA countries, and the jobs supported by goods exports pay 1 3 to 1 8 percent 
more than those not supported by exports. 
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Since 2001, this work on FTAs has resulted in agreements close to home in Latin America with 
Chile and with the six CAFTA-DR countries. It has enhanced U.S, trading terms in Asia through 
agreements with Singapore and Australia. Our work has moved us toward an unprecedented 
Middle East Free Trade Area, through agreements implemented with Jordan, Morocco, Bahrain 
and soon Oman. 

More recently we have signed agreements with Peru, and Colombia and expect to sign an 
agreement with Panama at the end of June. We also expect to sign an agreement with Korea, our 
7th largest goods trading partner, at the end of June. Congress must enact legislation approving 
our agreements with Peru, Colombia, Panama and Korea before U.S. companies, farmers, 
workers, and consumers can reap the benefits of these negotiations 

The results of these FTAs speak for themselves: FTAs implemented between 2001 and 2006, 
netted a $13 billion U.S. trade surplus with trade agreement partners last year. 

It is clear from other metrics as well that these market-opening efforts with FTA partners are 
bearing fruit. For example: 

• CAFTA-DR - U.S. exports to the four Central American countries that implemented the 
Central America-Dominican Republic-United States Free Trade Agreement (CAFTA- 
DR) in 2006 were up 18 percent last year. Exports to El Salvador were up 16%, to 
Nicaragua up 21%, to Honduras up 14%, and to Guatemala up 24%. 

• Bahrain - U.S. exports to Bahrain grew 40% to $491 million in 2006, as the FTA entered 
into force on July 1. 

• Chile - U.S. exports to Chile have risen by over 1 50% since 2004, making the United 
States Chile’s largest trading partner. 

• Singapore - The U.S. trade surplus with Singapore tripled after the first year of the U.S.- 
Singapore FTA, reaching $4.2 billion, and rose to $6.9 billion in 2006. Building on an 
already healthy trade relationship, U.S. exports to Singapore have risen by over $8 billion 
(49%) since entry into force. 

• Australia - Since the U.S.-Australia FTA went into effect, the U.S. trade surplus with 
Australia grew to $9.6 billion, with U.S. exports rising $3.6 billion to $17.8 billion in the 
first two years. U.S. exports to Australia have risen 25% since the agreement entered into 
force. 

• Jordan - U.S. exports to Jordan have risen by 92% since the U.S. - Jordan FTA went into 
effect in December 2001. 


Morocco - U.S. exports to Morocco increased by 67% in the first year after entry into 
force, growing from $525 million in 2005 to $878 million in 2006. 
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Moreover, SMEs account for substantial U.S. export shares in many key markets. In 2005, for 
example, small and medium-sized businesses accoimted for 43% of U.S. exports to Central 
America. Central America and the Dominican Republic represent the second largest market for 
U.S. small business exports in Latin America, behind only Mexico. Of the more than 14,000 
U.S. exporters to Central America in 2005, 88% were small and medium-sized. To take another 
example, in 2004, small and medium-sized businesses accoimted for one-quarter of U.S. exports 
to FTA partner Australia. Of the over 22,000 U.S exporters to Australia, almost 90% were 
SMEs. 

Enforcement: The Administration’s trade agenda recognizes the pressure created from a 
growing and increasingly competitive global economy. Our agenda addresses these pressures in 
three positive and effective ways: by creating new opportunities in global markets, by setting 
fair rules for trade, and by enforcing those rules using every available tool. Enforcement has 
been and continues to be a critical piece of our trade agenda. 

At the same time that we are negotiating new agreements, enforcement of existing agreements is 
also essential. We have remained vigilant in using all the tools we have to ensure that the rules 
of trade are fair and that our trading partners honor their commitments to these rules. We have 
been a party in over 70 WTO cases - on everything from high fructose com syrap to 
biotechnology, to aircraft subsidies. 

In this context, we have devoted considerable attention to enforcement with regard to China. 
Now that China has completed its transition as a member of the WTO, we have moved into a 
mature relationship with this valued trading partner. That means holding China to its WTO 
commitments, as we would any other WTO Member. Recognizing this and given our wide- 
ranging trade relationship with China, last year Ambassador Schwab established a chief counsel 
whose sole responsibility is enforcement of China’s trade commitments. 

We have shown that we are genuinely committed to challenging China’s WTO-inconsistent 
practices that harm American workers and businesses. I would mention that the United States 
was the first country to initiate a WTO dispute settlement case against China. In addition, last 
year, USTR brought a case on China’s unfair charges on U.S. auto parts exports. In Febraary of 
this year, we brought a case against China’s subsidy programs, and this has already resulted in 
the elimination of one of the challenged programs. By subsidizing China’s exports to the United 
States and denying U.S. exporters a fair opportunity to compete in China, the Chinese subsidy 
programs unfairly affect U.S. manufacturers - especially small businesses - and their workers. 
Elimination of the subsidies will help level the playing field for U.S.-based manufacturers across 
a range of industries, and, in particular, for America’s small and medium-sized businesses. 

Most recently, USTR requested dispute settlement consultations with China on two issues. The 
first involves deficiencies in China’s legal regime for protecting and enforcing copyrights and 
trademarks on a wide range of products, and the second involves China’s barriers to trade in 
books, music, videos and movies. Inadequate protection of intellectual property rights in China 
costs U.S. firms and workers billions of dollars each year, and in the case of many products, it 
also poses a serious risk of harm to consumers in China, the United States and around the world. 
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An earlier dispute with China involving paper products was resolved with merely the U.S. threat 
of a WTO case. And for every one of these high profile disputes at the WTO against China, 
there are numerous enforcement priorities that we are achieving more quietly on an ongoing 
basis through bilateral mechanisms like the Joint Committee on Commerce and Trade. In 
addition, efforts like the Strategic Economic Dialogue allow us to discuss broad, cross-cutting 
issues with top Chinese decision-makers, in an effort to improve communications and avoid or 
minimize future problems. 

For small businesses, this rules-based approach to trade is critically important to our continued 
competitiveness in international markets. 

Addressing the Needs of Small Businesses 

By reducing the (often hidden) costs of doing business overseas, U.S. trade agreements open 
promising new markets for American small business. Simply put, the trade agenda makes it 
easier for small business to sell overseas and expand their customer base. Here are some specific 
ways in which our WTO and FT As open doors abroad for U.S. small business: 

• Reducing Tariffs - High tariffs are added taxes on U.S. exports, driving up the cost of 
the product and narrowing potential markets. USTR is working both through Free Trade 
Agreements (FT As) and in the WTO to open markets by bringing down tariffs on 
agricultural and manufactured goods. 

• Non-Tariff Barriers: Inconsistent customs procedures, lack of transparency and 
burdensome paperwork can serve as barriers to trade. U.S, trade agreements eliminate 
numerous non-tariff barriers that are especially harmful to smaller companies because 
they usually add to the fixed costs of doing business, and they are often unforeseeable. 
The United States is leading efforts in the WTO to help enhance transparency, promote 
efficiency and reduce the costs of trade. 

• Transaction Costs: Inconsistent licensing requirements and inspection standards can add 
costly processes and time prohibitive steps for a small business. While a licensing fee 
may be a nuisance for larger companies, it can be prohibitive for smaller ones. Smaller 
companies, with lower sales and profits than larger companies, have less revenue across 
which to spread fixed costs. U.S. trade agreements are particularly useful to American 
small businesses because they lower transaction costs in overseas markets. Lower 
transaction costs mean more small businesses will find sales that are profitable. 

• Enforcing Intellectual Property Rights - Information for obtaining a patent in a foreign 
country is not easily accessible or readily digestible. Disparities in patent systems create 
a large capital expenditure for small businesses trying to protect their rights, and these 
businesses are then left with few resources to enforce their rights. Because a patent or 
trademark is only as valuable as its capacity to be enforced, USTR, in coordination with 
the Patent and Trademark Office, the Department of Homeland Security, and the 
Department of Commerce, launched the Strategy Targeting Organized Piracy (“STOP!”) 
Initiative — www.stoofakes.gov . This program helps small businesses learn how to 
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protect their intellectual property. Additionally, the United States is actively working 
with our trading partners to ensure that patents and trademarks are enforced abroad. 
Activities in this area include capacity building and training programs for law 
enforcement and customs officials, for example. 

• Transparency: One of the most significant obstacles to small U.S. companies seeking to 
do business overseas is the complicated web of differing rules, standards and business 
cultures they must negotiate. U.S. trade agreements are increasingly focused on creating 
a transparent business environment, so that U.S. companies know what the rules are and 
that they will be applied fairly and consistently. Trade agreements are our single best 
tool for creating a level playing field for U.S. small business. 

• Expanding Services Trade - Services account for over two-thirds of the U.S. economy. 
For American small businesses, e-commerce and the Internet reduce transaction costs 
significantly, while increasing the pool of potential customers around the globe. Through 
the WTO and FT As, the United States is working to reduce non-tariff barriers across all 
service regimes, including financial services, telecommunications, computer and related 
services, express delivery, distribution and energy services. 


Conclusion 

We have unique and historic opportunities for the trade agenda that are still ahead. The 
important bipartisan agreement on trade reached in May offers a clear and reasonable path 
forward for all four pending FT As - with Peru, Colombia, Panama, and Korea — even though 
each will move along that path in its own way and in its own time. 

It also opens the door for an extension of Trade Promotion Authority, which will be essential to 
complete the Doha Round. 

A successful conclusion to the Doha Round and passage of legislation implementing each of the 
pending FTAs would bring benefits to small businesses and households across the country. 
Consider the agreement reached with Peru, a strong ally in Latin Ameriea. Passage of legislation 
implementing this agreement will benefit Ross Valve Manufacturing Company in Troy, New 
York. The company’s vice president, Andy Ross, recently summed up the direct benefits of the 
agreement for his company saying, 

We are a family-owned fifth-generation American manufacturer and have been doing 
business in Peru for 60 years, but without a free trade agreement our market share will 
remain small compared with other overseas manufacturers. A free trade agreement with 
Peru would allow Ross Valve to grow our overseas business while adding jobs here in the 
United States. 

In Asia, the United States-Korea (KORUS) FTA offers tremendous export opportunities for 
small businesses and farmers across the United States. This is the most commercially significant 
FTA we have negotiated in over 15 years, as Korea is a trillion dollar economy and the United 
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States’ 7* largest export market. Moreover, the KORUS FTA advances the ability for the United 
States to increase its economic footprint in Asia. Consider opportunities for pork farmers in 
Illinois. Commenting on the KORUS FTA, Jill Appell, President of the National Pork Producers 
Council and a pork producer from Altona, Illinois, said 

U.S. pork producers are excited about the new deal... the U.S. trade team came through 
for pork producers and delivered a fabulous deal that will eliminate duties on U.S. pork 
exports and generate hundreds of millions of dollars in new pork exports. 

To conclude, trade is good business for America’s small businesses and producers. We are 
committed to leveling the playing field abroad with an active trade agenda, and opening new 
doors of opportunity so that U.S. small businesses can succeed in the global marketplace. 

Thank you and I look forward to taking your questions. 
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INTRODUCTION 

Madam Chairwoman, Ranking Member Chabot, and distinguished members of the Committee, 
thank you for the opportunity to appear today to discuss the International Trade Administration’s 
(ITA) efforts to strengthen and support America’s small businesses. I welcome the committee’s 
ongoing focus on this topic, and its dedication to strengthening our nation’s small businesses — 
the true backbone of our economy. 

The mission of the International Trade Administration is to create prosperity by strengthening 
the competitiveness of U.S. industry, promoting trade and investment, and ensuring fair trade 
and compliance with trade laws and agreements that enhance the ability of U.S. firms and 
workers to compete and win in the global marketplace. This mission has never been more 
important than in today’s dynamic and competitive global business environment. 

We aggressively work to counter unfair market access barriers that impede U.S. exports. 
Moreover, when U.S. businesses seek to promote their goods and services in overseas markets, 
our programs smooth the way. In short, ITA helps America’s firms and workers navigate through 
the often complicated and unpredictable waters of foreign trade - so that U.S. firms’ sales 
abroad help to bolster their growth here at home. 

ITA is committed to strengthening the competitiveness of U.S. small businesses in the expanding 
global marketplace. This priority will continue to drive the work of each of the four operating 
units of ITA. 

Import Administration tlAt - lA enforces the U.S. unfair trade laws (i.e., the anti-dumping and 
countervailing duty laws - AD/CVD) and develops and implements policies and programs aimed 
at countering foreign unfair trade practices. 

Market Access and Compliance (MAC) - Ensuring that our trading partners fully comply with 
their trade agreements with us is a top priority for ITA’s MAC unit. MAC is proactively 
monitoring compliance and helping U.S. firms gain market access as quickly as possible. 

Manufacturing and Services tMASl - MAS focuses on both the domestic and international 
aspects of U.S. competitiveness by working with our industries to evaluate the needs of both the 
manufacturing and service sectors, conducting economic and regulatory analysis to strengthen 
U.S. industry, obtaining input and advice from U.S. industries for trade policy, and participating 
in policy and trade negotiations. 

U.S. and Foreign Commercial Service tUSFCS) - As ITA’s Assistant Secretary of Trade 
Promotion and Director General of the U.S. and Foreign Commercial Service, 1 have the 
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privilege of being part of an organization that is dedicated to helping U.S. companies, especially 
small and medium-sized enterprises (SMEs), compete and win in the global economy. We are a 
field-based network of trade professionals stationed in 108 U.S. cities and 81 countries overseas 
who work with U.S. companies on the ground to develop customized solutions, including 
counseling and advocacy, market research, trade events, and identifying international partners. 
We guide companies through every step of the export process, from shipping and logistics to 
foreign regulations. 

TRADE, SME EXPORTERS, AND THE U.S. ECONOMY 

Madam Chairwoman, our mission has never been more important. Today, trade is booming, and 
our economy is more closely tied to the growing global economy than ever before. Exports 
comprised 11.1 percent of our GDP in 2006 - the highest ever in dollar terms. Four years ago, it 
was 9.6 percent. Clearly, America’s companies depend more and more on the fact that 95 percent 
of the world’s consumers live outside the United States. 

In 2006, for the first time in nearly a decade, exports grew at a faster rate than imports; exports 
grew by 12,7 percent while imports increased by 10.5 percent. These numbers also reflect 
significant export growth to almost all of America’s key trading partners, with U.S, exports 
rising to 29 out of 30 of our largest trading partners, including export growth of more than 20 
percent to countries as diverse as Germany, Brazil, China and Chile. 

One of the most important export trends is the continued boom in trade with major emerging 
markets where rapid economic growth has brought three billion new customers in the pipeline. 
Ten years ago, U.S. exports to China were $12.0 billion. Today, China is the fourth-largest 
export market for the United States, as well as the second-largest trading partner. Exports to 
China grew by 31.7 percent to $55.2 billion in 2006 over 2005. U.S. exports to India increased 
by 26.3 percent to $10.1 billion in 2006, while exports to Brazil increased 25.1 percent to $19.2 
billion. 

To put this in some context, U.S. exports to China were greater than exports to Argentina, 

France, Italy, Russia, and Spain combined. Among the industries that made headway last year in 
those challenging markets were energy, electrical machinery, organic chemicals, aircraft and 
medical equipment. 

Among the fastest-growing sectors in manufacturing exports were capital goods, such as 
airplanes, semiconductors, and industrial machines; industrial supplies, such as petroleum 
products, organic chemicals, and precious metals; and automotive vehicles, parts, and engines. In 
services, travel and passenger fares stood out, with a record $107.4 billion in receipts last year. 

SME exporters have benefited significantly from this growth. The number of companies 
exporting has increased by 7 percent from 2002 through 2005 (latest data available). This 
growth occurred exclusively in the small business category as over 14,000 SMEs were added to 
the ranks of exporters during this period. The total number of SME exporters now stands at 
232,000. Ninety-six percent of manufacturing exporters were SMEs while 99 percent of 
wholesalers were SMEs. Almost 60 percent of SME exporters only export to one market, but 
there were about 33,000 SMEs that exported to five or more countries in 2005, 
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EXPORTING IS EASIER THAN EVER FOR V.S. SMEs 

A major reason there is such good news regarding SME exporters is that it has never been easier 
for them to compete successfully in the global marketplace. Many of the barriers that once 
impeded the flow of international business have been greatly reduced. Trade agreements, 
technology, and new business services are all working to make exporting more viable for small 
businesses. 

Eight rounds of multilateral trade negotiations since 1947 have dramatically reduced tariff rates. 
Tariff barriers have also declined with the major emerging markets. China, for example, has 
reduced tariff rates from an average of 25 percent in 1 997 (before China joined the World Trade 
Organization) to less than 10 percent by the end of 2005. 

By continuing to focus on opening new markets, either through multilateral agreements such as 
the Doha Round, or through bilateral Free Trade Agreements (FT As), our firms and workers are 
gaining ever-greater access to world markets. 

The positive impact of our FTA agenda is clear. In 2006, our FTA partners made up 7.3 percent 
of the world’s GDP (excluding the United States) but our exports to these countries comprise 
almost 43 percent of our total worldwide exports. Given the positive impact of the FTAs, 
extension of Trade Promotion Authority is all the more essential as we move forward. 

FTAs are particularly important for SMEs. Lower foreign market tariffs reduce SMEs’ to- 
market costs. And FTA transparency obligations are very important to SMEs, which may not 
have the resources to cut through customs and regulatory red tape. In 2005 (latest data 
available), U.S. merchandise exports from SME exporters to our FTA partners totaled S82.1 
billion. Over 90 percent of U.S. companies exporting to Canada, Mexico, and Australia are 
SMEs. At least 70 percent of all U.S. companies that export to Chile, Morocco, and the 
individual Central America-Dominican Republic FTA (CAFTA-DR) countries are SMEs. The 
SME share of U.S. exports exceeds 30 percent in eight of our 14 current FTA partners. 

ITA will continue to work to ensure that U.S. businesses take foil advantage of the FTAs, 
reaching out to U.S. exporters to ensure they have the information and tools to take advantage of 
commercial opportunities created by the FTAs. From enforcement to market access and trade 
promotion activities, all of ITA’s units are engaged in this effort. 

Technology and advanced global business services are bringing about the dramatic elimination 
of distance as an impediment to trade. 

E-commerce is an increasingly powerful tool for marketing products and services around the 
world. In less than a decade, the number of Internet users worldwide has grown from 147 
million in 1998 to more than one billion in 2006. While the United States leads the world in e- 
commerce, other major markets, both in developed and developing countries are growing more 
comfortable with placing orders and making payments online. The United States is home to the 
world’s top e-commerce platforms, such as Amazon, eBay, and Google. For small companies 
particularly, e-commerce represents new access to growing business sectors and middle class 
consumers around the world. 
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Exporting has also been made easier through improvements in export business services, such as 
the full service logistics and shipping services of companies like FedEx, UPS, and DHL, These 
companies have hundreds of thousands of employees spread throughout the world, and continue 
to pioneer new management processes and technology applications to make exporting easier, 

CHALLENGES REMAIN 

Despite the good news, challenges remain for U,S. small businesses that are interested in 
entering into the global marketplace. While the share of our economy accounted for by exports 
has grown the last few years, it has remained roughly 10 percent over the past 25 years. 

Likewise, while the number of U,S, companies exporting has begun to rise in recent years, 
participation of U,S, companies in exporting has remained generally flat over the past decade. 
Thousands of U.S. companies have competitive products and services and the potential to export. 
Some may even be getting orders from overseas, but remain focused only on the domestic 
market. Thousands of U.S. companies also occasionally fill foreign orders, but have not 
developed a proactive business plan for targeting markets and going after foreign sales. We 
know that many companies are not fully aware of the opportunities that await them. Just as 
importantly, many hold outdated perceptions about the difficulties of exporting, and do not 
realize that exporting has become easier than ever through new market access, new technology, 
and the availability of new business services. 

Our mission is to tackle this challenge by encouraging more U.S. small businesses to take 
advantage of improved ease of access to foreign markets and improved opportunities in a 
growing world economy. Our efforts, therefore, are aimed at deepening our exporter base and 
growing our exports, along with a continued focus on competitiveness, opening new markets, 
enforcing our trade laws, and ensuring compliance with our trade agreements. 

THE U.S. COMMERCIAL SERVICE; HELPING AMERICA ’S EXPORTERS OVERCOME 
THOSE CHALLENGES 

Madam Chairwoman, I would like to take a moment to highlight how the programs of the U.S. 
Commercial Service within the International Trade Administration help America’s SMEs seek 
and take advantage of global commercial opportunities. 

Matchmaking and Counseling - Last year, the total number of export successes reported by our 
trade specialists and diplomats overseas reached nearly 12,000. The value of these successes, 
logged mostly on behalf of small companies, was $32 billion. An export success occurs when a 
U.S. exporter makes a new sale in foreign markets as a direct result of Commercial Service 
assistance, usually in the form of matchmaking, counseling or market information. We track 
three classes of export successes; New-to-Export successes are companies entering a market for 
the first time; New-to-Market successes are current exporters entering an additional foreign 
market; Increase-to-Market successes are companies that gain new sales in a current market. An 
example of what the Commercial Service does every day on behalf of American exporters is 
captured by the exporting success of Leviathan, a Brooklyn based trading unit of the I & E Tire 
Corporation. 
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Our trade specialists in the U.S. Export Assistance Center (USEAC) in Harlem, and in Kenya 
and Djibouti were instrumental in obtaining a key report about an industrial park venture outside 
Djibouti City, which will include a transportation plant for 500 Mack trucks. Obtaining this 
report was critical to the company’s success as it enabled the company to quickly put together a 
bid for supplying tires for a truck assembly plant that was going to be built there. As a result of 
the market research and client background information provided, Leviathan reported the sale of 
four large used trucks to Djibouti for a total of $250,000. Leviathan continues to receive 
counseling from the Harlem USEAC as it seeks to identify trade opportunities worldwide. 

Advocacy - The Advocacy Center has an SME advocate devoted to supporting SME requests to 
help level the playing field in international exports. In FY 2006, the Commercial Service 
successfully completed an unsurpassed total of $36.5 billion in U.S. export content of Advocacy 
cases. This total includes small and medium-sized Advocacy clients which won contracts worth 
an estimated $9.9 billion, with an estimated U.S. export content of $8.3 billion. Also in FY 
2006, SMEs initiated new advocacy cases for projects still pending worth an estimated $5,8 
billion and U.S. export content of $2.7 billion. 

For example, Landrum and Brown, Inc. (L&B), a small Ohio architectural firm, came to our 
Advocacy Center seeking U.S. government advice and assistance on a bid for the expansion of 
the Shanghai Pudong Airport. The Center helped L&B to secure a competitive financial package 
and to demonstrate the full support of the U.S. government for this small business that was new 
to the China market. Specifically, the Center coordinated letters from Secretary Evans, Secretary 
Mineta and Ohio Governor Taft to key Chinese decision makers. In wiiming the Shanghai 
contract, the Cincinnati company, with fewer than 100 employees, beat out large multinational 
players from around the globe. 

Trade Missions — In the first half of fiscal year 2007, the Commercial Service conducted 1 1 
missions with more than 350 U.S. business participants. The majority of participants on these 
missions were SMEs. In this same timeframe, the Commercial Service also supported or hosted 
another 15 Certified Trade Missions (missions supported by the CS but led by state/local 
officials or trade associations) including events led by several cities and states, as well as trade 
groups including the National Association of Women Business Owners (NAWBO) and the 
Center for Latin American Issues (CLAI). 

Last December, we took more than 250 executives from 200 U.S. companies to India on the 
largest trade mission ever organized by the U.S. Government. The mission began with a business 
summit in Mumbai, with spin-off missions to Bangalore, Chennai, Hyderabad, Kolkata, Mumbai 
and New Dehli. Already, we have seen tangible results such as the following example. 

JQ American Corporation, a small American medical device company in Oakland, CA that 
participated in the India trade mission, won a $22.3 million deal with the Indian non-profit 
Bhopal Medical College Trust to provide a wide range of medical equipment to a new 
medical college to begin construction this year. The Oakland USEAC and our team in India 
were instrumental in setting up the talks that resulted in the deal. 
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GOING FORWARD; OUR PLAN TO REACH MORE POTENTIAL SME EXPORTERS 

Building on this foundation of solid programs and services, we have developed a plan through 
the Trade Promotion Coordinating Committee (TPCC) to reach out to more potential U.S. 
exporters and expand the exporter base. The TPCC is comprised of the Federal agencies that 
have trade promotion activities, is chaired by the Secretary of Commerce, and is charged with 
setting forward looking trade promotion priorities. An example of such a relationship is the 
Small Business Administration which has 16 senior international trade specialists located 
throughout the country working at various USEAC locations. 

Focusing on Strategic Partnerships: 

Commercial Service is deepening and broadening its partnerships with state and local 
governments, trade associations and business groups, major U.S. corporations and banks, and all 
other potential stakeholders. We know that many current exporters value the Federal 
Government’s unique services, such as its global network of trade experts, market research, risk 
management and financing solutions, and problem-solving services. Some stakeholders such as 
cities and states, trade associations, corporations and banks possess customer contacts, marketing 
skills, financial services, logistical might, and technological sophistication that can help the 
Federal government reach the thousands of U.S. companies unaware of the assistance available 
and the export opportunities in their reach. 

The Corporate Partners Program: Our efforts undertaken over the past few years to partner with 
key private sector firms is proving to be very successful. Through force multipliers, such as 
Federal Express, UPS, eBay, Google, PNC Bank, and M&T Bank, we are reaching out to more 
small and medium-sized exporters. This effort is absolutely key to our future success. Through 
these marketing partnership contracts, we are reaching thousands of companies that are either 
new or potential exporters. These partnerships allow the Commercial Service to reach far 
beyond its previous limits to more SMEs throughout the country. For example, in early March, 
Google reviewed Export.Gov and gave us suggestions on how to make the site easier for 
companies to find when doing Google searches. Since instituting these changes, visits to 
Export.Gov from Google search engines increased three and a half times from 6,975 to 24,914. 

State & Local Partners and Trade Associations: We recently kicked off an outreach strategy that 
we have dubbed the “50/50/50” plan. To date, the Commercial Service has contacted all 50 
governors, 50 mayors, and over 50 trade associations, encouraging them to work with us to lead 
trade missions. State governments often have an unrivaled understanding of local market 
dynamics, and are often the trusted first point of contact for businesses seeking assistance. We 
want to work more closely with the states on client tracking, and are encouraging governors and 
mayors to lead more trade missions. Likewise, trade associations have unique expertise on the 
export potential and the issues surrounding their industry sectors. Again, we are encouraging 
trade associations to conduct more trade events and to ensure greater access for their members to 
export assistance. 

In addition we invited all Members of Congress and staff to join us on May 1, 2007, for a 
Congressional Trade Mission/Export Seminar Forum to provide information on how Members 
can engage constituent companies in learning about exporting opportunities. As a result, we are 
working with a number of Members who want to host “Exporting 101 Seminars” for constituent 
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businesses in their districts or states and/or lead a trade mission comprised of companies from 
their district or state. 

The Administration’s National Export Strategy establishes partnerships as a top priority, 
encouraging all trade promotion and finance agencies within the Federal government to develop 
broader and deeper partnerships with all stakeholders in society that have the same interest in 
seeing their clients or constituents succeed in foreign markets. 

Using the Internet 

More and more small businesses are using the Internet to find opportunities and conduct 
business. This is an especially important toot for SME’s as it reduces their barriers to entry by 
decreasing the amount of time and resources they have to spend to identify and interact with 
customers. For example, eBay reports that they have over 233 million registered users in 36 
markets that buy and sell on-line and that 15 percent of the company’s trade volume is 
export/import related. 

Our strategy is to be the central resource for exporting but not to duplicate what the private 
sector is doing successfully. Some of our corporate partners - eBay, Google, Federal Express, 
UPS, PNC ~ recognize the value of our trade promotion services and have chosen to link to 
Export.gov to help educate their customers on the basics of exporting and expand their export 
opportunities. We are working with our corporate partners to build more on-line tools to help 
exporters. For example, FedEx now has an on-line NAFTA certificate of origin tool. 

Export.gov is our principal web site designed to help small business get through the exporting 
maze. In 2005, Export.Gov had more than three million visitors. In 2006, that increased to 4.5 
million, and so far this year we are over one million more visitors than at the same time last year. 
In addition, already this year more companies have visited the trade leads page than in all of last 
year. 

We continue to improve our web presence to make it easier for SMEs and our partners to get 
what they need from us. We have built-out our China Business Information Center and Middle 
East and North Africa Business Information Center to be central resources for information about 
these two critical markets. We are also using the Internet to make it easier for U.S. SMEs to get 
the information they need to protect their intellectual property rights through StopFakes.Gov. 

CONCLUSION 

In closing, international trade and competitiveness issues are more important than ever for small 
businesses and to the future of the United States. Those of us in the International Trade 
Administration are fully committed to ensuring U.S. economic expansion, job growth, and 
unsurpassed support for our nation’s small businesses. 

Madam Chairwoman, I will be happy to answer any questions you and other Members may have. 
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Madam Chairwoman, Members of the Committee, I appreciate the opportunity to discuss 
the U.S. Department of Agriculture’s (USDA) export assistance efforts for small businesses. 

Importance of Agricultural Exports 

The Department, through the Foreign Agricultural Service, works diligently to help 
small-scale U.S. producers, processors, and exporters compete in world agricultural trade. The 
trade programs administered by FAS help to open new markets and maintain and expand existing 
markets for U.S. agricultural products. These programs complement our efforts to open and 
maintain markets through trade negotiations, diplomacy, and enforcement of trade agreements. 
To ensure that agricultural interests are well represented at the negotiating table, FAS works 
closely with the Office of the U.S. Trade Representative (USTR) and coordinates the 
involvement of USDA regulatory agencies. FAS officers at over 70 posts around the world help 
agricultural exporters, big and small, discover and capture business opportunities. 

Together, our trade programs and negotiations have contributed to a strong farm 
economy and increasing foreign demand for U.S. food and agricultural products. Trade 
continues to be critically important to the long-term economic health and prosperity of the 
American food and agricultural sector. Roughly 20-25 percent of U.S. production is exported 
and, with productivity increasing faster than domestic demand, export markets are important, 
particularly markets with growing middle classes such as China, India, Indonesia and Brazil. 
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The latest USDA export forecast of $77.5 billion for fiscal year 2007 means that the U.S. 
food and agricultural community is on track to increase exports by an estimated $8.8 billion over 
last year. That would be the second largest increase on record and the fourth consecutive year of 
record exports. USDA estimates that U.S. world market share is over 19 percent- almost one- 
fifth - of world agricultural trade. This is particularly impressive when you consider that world 
agricultural trade has doubled since 1990. 

U.S. agricultural exports generate employment, income, and purchasing power far 
beyond the farm. In fiscal year 2005 (the last year for which we have official data), each farm 
export dollar stimulated another $1 .64 in business activity here in the United States. So the 2005 
export figure of $62.5 billion produced an additional $102.5 billion in U.S. economic activity - 
the first time that supporting activity surpassed the $100 billion mark. Agricultural exports also 
supported 806,000 full-time jobs, including 455,000 in the non-farm sector. 

One area where we are seeing particularly strong growth is in the export of high-value 
products. High-value products are agricultural products with value added through processing 
(such as soybean and other processed oils and many consumer-ready products) and those that 
require special handling or shipping (such as fresh fitiit). This is also the area where the number 
of small businesses participating in our programs is blossoming. Last year, these products 
accounted for nearly 63 percent of U.S. agricultural exports. 

Assistance for Small Businesses 

USDA’s Market Access Program (MAP) plays an instrumental role in our efforts to assist 
American agriculture and our processors in competing internationally. Small companies receive 
funding from FAS on a cost-share basis through nonprofit trade organizations and four State- 
Regional Trade Groups (SRTGs) comprised of state departments of agriculture. 
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The four State-Regional Trade Groups - Food Export Association of the Midwest USA, 
Food Export USA Northeast, Southern United States Trade Association, and Western U.S. 
Agricultural Trade Association - support FAS’ efforts to coordinate international marketing 
programs for processed foods and other regional agricultural products. These partnerships 
combine the resources of the private sector and state departments of agriculture with program 
and financial resources of USDA to expand exports of U.S. agricultural products and to educate 
companies in export marketing. Working with trade and regional organizations helps us reach 
those that can benefit most from export promotion assistance - namely, small business. 

Total export sales for small companies participating in the MAP branded program grew 
from $218 million in 2001 to $492 million in 2005. The number of small companies reporting 
that their export sales had grown by more than 20 percent more than doubled during the 2001- 
2005 time period, from 134 to 322. 

In addition, many agricultural cooperatives comprised of small-sized growers participate 
in the program. Without these cooperatives, many growers would not otherwise be able to 
compete in the marketplace and would not participate in any international marketing efforts. 

We have heard first-hand how MAP has helped small businesses. Aladdin Bakers Inc., 
based in Brooklyn, NY, successfully leveraged support from an SRTG and the MAP branded 
program to develop export markets. Before participating in the program, the company had 
minimal sales in Canada. Now, according to Paul Kasindorf, the firm’s vice president of sales 
and marketing, “we estimate in the next year we’ll have $1 million in sales to Quebec alone.” 
The company has also started exporting to other countries, including the Dominican Republic. 

Woeber’s Mustard of Springfield, Ohio, has used MAP branded funds to tackle the 
international condiments market. The company’s rapid international expansion began less than 
five years ago with sales to England. Now Woeber’s products can be found in markets from 
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Mexico to South Africa, China, Singapore and Lebanon. International sales now account for 5- 
10 percent of the firm’s overall business revenue, and the company is looking to expand to new 
markets in the Caribbean and South America. 

In addition to our market development programs, we have additional tools to help small 
business. As our exports have grown, some of our trade partners have increasingly turned to 
sanitary, phytosanitary, and technical barriers to protect their domestic industries and deny 
market access to U.S. agricultural products rather than basing these policies on science. USDA 
has successfully helped U.S. exporters regain market access for millions of dollars of products 
from almonds to spinach. The Technical Assistance for Specialty Crops (TASC) grant program 
assists U.S. food and agricultural organizations in addressing phytosanitary and technical barriers 
that prohibit or threaten the export of U.S. specialty crops. In recent years, TASC funding has 
been used to gain market access for California nectarines in Japan, harmonize organic standards 
with Canada and the EU, and create a database of pesticide tolerance levels and standards for 
more than 300 specialty crops in more than 70 countries. 

Another way we help small businesses is by sponsoring their participation in trade shows 
and missions. FAS-sponsored trade missions give U.S. companies the opportunity to forge 
closer trade links with prospective suppliers, distributors, and other business representatives in 
targeted countries. With over three-quarters of participating companies having fewer than 1 ,000 
employees, a trade and investment mission is particularly structured for small- and medium-sized 
enterprises. Over the course of a week, participants get an overview of the economic situation, 
legal and regulatory environment, banking sector, privatization process, investment climate, and 
U.S. government business assistance programs. Participants also meet with key government 
officials and conduct one-on-one business meetings and site visits. 
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I have led two trade and investment missions - to Georgia last year and then just last 
month, to Azerbaijan. The mission to Georgia had six companies that were looking at business 
opportunities but were concerned about risks. As a result of the trip, two companies have 
announced business deals. Nine U.S. companies joined me in Azerbaijan. There the companies 
met with Azeri government officials and prospective business partners and exhibited their 
products at a trade show in Baku, Azerbaijan. 

FAS also coordinates participation at international trade shows and exhibitions for food 
and agricultural products. These shows provide an economical way for small businesses to meet 
foreign buyers and consumers, test a new product or market, and assess the competition. In 2006, 
over 900 companies participated in 31 FAS-endorsed trade shows and missions. These 
companies reported over $210 million in on-site sales and projected estimated sales of over $700 
million for the next year. 

FAS also administers other export assistance programs that are used by small business. 
Our export credit guarantee programs are open to businesses of any size; there are no minimum 
levels for export transactions. Two smaller programs -the Quality Samples Program (QSP) and 
the Emerging Markets Program (EMP) - provide financial and technical support to U.S. 
exporters. For example, through the Minority Exporter Training Program, the EMP provided 
funding to train employees of Heritage Family Foods in Grand Prairie, Texas, to help the 
company develop export markets for its products. The training has helped increase their export 
sales by more than 300 percent. 

In addition to our export assistance programs, we also reach out to small businesses for 
their advice and counsel. USDA and USTR use the Agricultural Policy Advisory Committee 
(APAC) and six commodity- and product-specific Agricultural Technical Advisory Committees 
(ATACs) to ensure that U.S. trade policy and negotiation objectives adequately reflect U.S. 
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commercial and economic interests. USDA works to ensure that small businesses are 
represented on these committees to draw on their technical competence and experience. For 
example, one member of our Fruits and Vegetables ATAC, Joe Zanger, is a managing partner of 
Casa de Fruta, a family owned company in Hollister, California. With financial help from the 
MAP, Mr. Zanger attended two trade shows in Mexico to gauge market opportunities there. He 
has used U.S. government services to help his firm identify potential distributors and expand its 
sales south of the border. He knows directly about the challenges faced by small business in the 
export arena, and we value his contribution. 

Conclusion 

Madam Chairwoman, in just the next 60 minutes, about $7.8 million in U.S. agricultural 
products - grains, oilseeds, cotton, beef, poultry, vegetables, snack foods, you name it - will be 
consigned for export to one of more than 180 foreign markets. And a growing proportion is 
coming from our nation’s small businesses. 

As small businesses look to the growing export markets in addition to the domestic 
market, we must make sure the opportunities to take advantage of these markets are there. 
Recently, the Administration concluded free trade agreements with Peru, Colombia, Panama, and 
Korea that will create significant market access opportunities for U.S. exporters. We look 
forward to working with the Congress to pass the implementing legislation for these important 
agreements. 

Madam Chairwoman, that concludes my testimony. 1 would be happy to answer any 
questions. 
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TESTIMONY OF 

RICHARD GINSBURG, (ACTING) DEPUTY DIRECTOR 
OFFICE OF INTERNATIONAL TRADE 
U.S. SMALL BUSINESS ADMINBTRATION 
BEFORE THE 

HOUSE SMALL BUSINESS COMMITTEE 
JUNE 13. 2007 

Chairwoman Velazquez, Ranking Member Chabot, and members 
of the Committee, thank you for inviting me to testify about SBA’s 
Office of International Trade and the work we are doing to 
promote, assist and train small businesses as they grow into the 
international marketplace. 

It’s a pleasure to appear before you today to speak about what I 
believe is one of the most exciting programs in SBA and one of the 
most promising areas for U.S. small business - international trade. 

International trade is rapidly increasing in importance for the U.S. 
economy. In 2006 the U.S. experienced a record level of exports, 
$1.5 trillion. Millions of jobs are associated with international 
trade. Small business is a big part of this, accounting for $375 
billion of exports, more than one billion dollars per day. 
International trade — exports plus imports — is now so important to 
the U.S. economy that it is equivalent to 28% of GDP, the highest 
level in modem history. Last year, exports grew four times faster 
than the economy as a whole, continuing a trend that began earlier 
in the decade. This means that as America’s economic pie grows, 
the international trade share is getting larger. The bottom line is 
this: exporting is the new growth market for small business. 

As an international office in a domestic agency, the Office of 
International Trade (OIT) is able to work with the rapidly growing 
number of U.S. small business exporters and support the 
Government’s international commercial policy objectives. OIT’s 
activities benefit domestic business concerns, international trade 
and economic policy, and even the Nation’s diplomatic interests. 
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As the international office of the Government’s small business 
agency, OIT is often expected to go beyond direct assistance to 
individual small businesses and participate in Government- wide 
activities that contribute to U.S. international, commercial, trade 
and economic policies. With small business accounting for almost 
30% of total U.S. exports, SBA’s perspective is increasingly 
recognized as crucial to U.S. international trade, economic and 
diplomatic concerns. 

In addition to providing assistance to small businesses, SBA often 
complements the roles of other agencies such as the Departments 
of Commerce and State. Ultimately, however, all U.S. 
international affaim efforts — whether carried out on a small scale 
in OIT or on a larger scale in the State Department -- serve just one 
domestic beneficiary, the citizens of the United States. SBA is also 
an original member of the interagency Trade Promotion 
Coordinating Committee (TPCC). The purpose of the TPCC is to 
coordinate the export promotion and financing activities of the 
U.S. Government and develop a government wide strategic plan 
for carrying out such programs. 

OlT’s activities can be broadly divided into two categories — direct 
service delivery to small business and support for U.S. 
international commercial and economic policy. 

Small businesses are typically at a competitive disadvantage with 
large or multinational companies when it comes to trading 
internationally. They do not have foreign affiliates, dedicated 
international departments, legal staffs or economies of scale. 
Therefore SBA and Commerce’s International Trade 
Administration both focus on assisting small and medium sized 
businesses to reach export markets. 
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Technical assistance with respect to participating in international 
markets is a key component of our service delivery. This includes 
one-on-one counseling by USEAC personnel, Export Technical 
Assistance Partnership (ETAP) training, as well as informational 
and training material provided on OIT’s website. 

Through its trade finance programs, SBA helps exporters carry out 
their export transactions. Under the Export Working Capital 
Program (EWCP), which finances the short-term export working 
capital needs of small businesses, loans can be made for single 
transactions or multiple deals under a revolving line of credit. 
SBA can guarantee up to 90% of an EWCP loan. With SBA’s 
guaranty limit of $1.5 million, EWCP loans of up to $1,675,000 
are eligible to receive the full 90% guaranty. OIT also oversees 
the International Trade Loan program for long-term financing, and 
Export Express which reduces paperwork and streamlines the 
application and review process for EWCP loans of up to $250,000. 

In 2004, SBA and the Export-Import Bank (Ex-Im Bank) entered 
into a memorandum of understanding to establish a co-guarantee 
program for export working capital loans extended by financial 
institutions to small businesses engaged in exporting. By 
complementing each other, both agencies have achieved improved 
efficiencies, better customer service and increased productivity 
benefiting small businesses. 

OIT represents SBA and small business on the inter-agency TPCC 
and the private sector advisory body, the President’s Export 
Council. We work closely with the Office of the U.S. Trade 
Representative (USTR) to provide a small business perspective for 
bilateral and multilateral trade negotiations, and represent U.S. 
small business concerns at the Asia-Pacific Economic 
Cooperation’s (APEC) annual SME ministers’ meeting and its 
staff-level SME Working Group. Nearly one-half of world trade 
takes place among the APEC countries. OIT works closely with 
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the State Department and other USG counterparts to advance the 
Summit of the Americas process. SBA, through OIT, chaired the 
Small Business Working Group for the U.S.- Mexico Partnership 
for Prosperity. OIT participates in the inter-agency Economic 
Working Group of the Commission for Assistance to a Free Cuba 
(CAFC) to assist with planning for economic and business 
relations in a post-Castro Cuba. OIT works closely with inter- 
agency partners on the Africa Growth & Opportunities Act. 

OIT is also committed to developing relationships that can help 
promote and facilitate small business trade. The goal of these 
efforts is to bring U.S. small businesses together with potential 
partners in the international marketplace. For example, OIT 
manages strategic alliances with foreign governments’ small 
business agencies, such as those of Mexico, Brazil, Chile, China, 
and Korea. The focus of these relationships is creating and 
facilitating opportunities for small business trade. 

I would like to spend a few minutes highlighting some of our 
recent accomplishments. In FY 2006 SBA experienced record 
export lending, surpassing $ 1 billion for the first time in the history 
of the program and doubling the number of loans compared to 
three years ago. These 3,300 loans, guaranteed imder SBA’s 7(a) 
program, supported over $2 billion in U.S. export sales. 

Our latest data, based on Commerce Department statistics, indicate 
that there are now 233,000 small business exporters, including 
60,000 in manufacturing. 

A trend we’ve noticed is that SBA’s loan rate to exporters — that 
is, the number of export loans divided by the number of exporters - 
- is 15 loans per thousand. By comparison, the rate for SBA’s 
regular loans is 4 per thousand’. Many borrowers find SBA’s 


' 100,000 regular business loans divided by 26,000,000 small businesses 
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guarantee is useful for export loans because of their size and 
perceived risks to lenders. 

On the service delivery side of our operations, we expect to see an 
increased demand for U.S. exports and for small business demand 
for SBA’s export programs. Our goals are to respond to this trend 
by improving our export finance products. 

Concerning our international trade and economic policy effort, we 
will continue to support the Government’s efforts to advance U.S. 
objectives in international trade policy, including through ongoing 
trade negotiations. We will continue helping represent the U.S. at 
multilateral international organizations concerned with small 
business and international trade, such as APEC and the 
Organization for Economic Cooperation and Development 
(OECD). We also anticipate taking a more prominent role in the 
industry trade advisory committees, managed by the Commerce 
Department, including its small business advisory committee. 
Some specifics include: 

SBA, through its Office of International Trade, will continue its 
mission to encourage, support and manifest both the increasing 
number of small businesses going global and their successful 
export transactions through SBA’s credit and technical assistance 
programs. 

Thank you for the opportunity to testify before the Committee 
today. I look forward to answering any questions that you may 
have. 
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Madame Chairwoman, Ranking Member Chabot, Members of the Committee: On behalf 
of the Consumer Electronics Association (CEA), thank you for the opportunity to discuss 
U.S. small business access to foreign markets. 

CEA is the principal U.S. trade association for the consumer electronics industry. Our 
2,100 members include manufacturers of audio, video and IT products which are enjoyed 
in the home or in the automobile. Our industry drives the American economy and 
accounts for our world leadership in innovation. 

Although we include represent virtually every large consumer electronics manufacturer, 
eighty percent of our members are small businesses, which we define as a company 
having annual revenues below $30 million. In fact, our small business members are 
located in each state represented on this Committee. 

Our industry relies heavily on international trade. Last year, U.S. exports of consumer 
electronics totaled nearly $4 billion, helping to support nearly two million American jobs. 
Fair and open access to markets abroad is absolutely crucial to our small- and medium- 
sized member if they are to remain competitive in the global marketplace. 

One of our small member companies. The Guitammer Company, is a typical example. 
This Columbus, Ohio company manufactures high-end subwoofers and supports 1 1 jobs. 
Approximately twenty percent of their business is based on international sales. The 
Guitammer Company has been recognized as one of the nation’s fastest-growing 
companies and its products are sold in over 35 countries worldwide. The company has 
managed to grow and create high-wage jobs even at a time when the United States and 
Ohio in particular, has lost manufacturing jobs. 

To ensure the continued success of members like the Guitammer Company our trade 
negotiators and lawmakers must make every attempt to reduce foreign trade barriers and 
promote an aggressive trade policy agenda. Because of market opportunities created by 
free and open trade, our small business members will be able to continue to create high- 
paying U.S. jobs and positively contribute to the U.S. economy. 

The U.S. consumer electronics industry is highly competitive and globally integrated. 
Two-thirds of CEA members conduct some sort of international business primarily in 
Asia, Europe, and Latin America. And the industry is growing. In a recent industry 
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survey, preliminary results show that almost half of CEA members said they plan to, or 
would like to, export to a new market within the next 12 months. However, large 
investments are needed to manufacture consumer electronics products, and even then 
many of these goods often have narrow profit margins. 

In order for companies to implement these ambitious plans and make a profit, it is 
imperative that the United States continue its push for further market expansion and 
advance the principles of free and open trade. These policies help mitigate the risks 
involved and help to prevent supply chain disruptions for American manufacturers. 

In the absence of strong trade promotion and enforcement, distortions in the market can 
affect pricing and manufacturing costs and can have a major impact on the ability of 
small businesses to compete in the global marketplace. It is not easy for U.S. small 
businesses to sell their goods abroad. But by enforcing the trade rules and carrying out 
policies that establish a clear and cohesive mle of law, small businesses are more 
adequately equipped to maneuver in foreign markets and make their exporting business 
as competitive and profitable as possible. This means advancing several aspects of public 
policy that affect small exporters, including: 

• Pursuing Bilateral Free Trade Agreements IFTAsl - Though a multilateral approach 
is certainly best, in the absence of an agreement in the Doha Round of the World 
Trade Organization, bilateral FTAs offer the next best way to open foreign markets to 
small U.S. businesses. FTAs create sales opportunities, reduce costs, and diminish 
uncertainties associated with exporting to new markets. FTAs implement intellectual 
property rights standards, establish substantive investment protections, and provide 
increased transparency for U.S. exporters. 

• Reauthorizing Trade Promotion Authority ITPAl - As you know, TPA expires later 
this month. Without TPA our trading partners will be reluctant to negotiate trade 
pacts with the United States. Absent TPA, America’s hands will be tied and the U.S. 
will fall behind the European Union, Brazil, China and other countries currently 
negotiating FTAs at an unprecedented pace. 

• Eliminating Non-Tariff Trade Barriers - The U.S. must continue to work with our 
trading partners to reduce and eliminate non-tariff barriers to trade. Examples of 
these include cumbersome customs regulations, corrupt government procurement 
processes, and most recently, a proliferation of divergent or non-harmonized 
approaches to environmental standards, among others. These non-tariff barriers 
hinder trade and burden small companies with unnecessary compliance costs. 

• Upholding and Enforcing Trade Agreements - In addition to pursuing new 
agreements, the U.S. must commit to maintaining and enforcing those agreements 
already in place. While the global high-tech industry remains hopeful that a global 
electronics sectoral negotiation to eliminate tariff and non-tariff barriers for the 
electronics sector can take place within the Doha Development Round, in the interim 
the United States must take an aggressive stance to protect products already covered 
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by the WTO’s Information Technology Agreement (IT A). The ITA covers over 97 
percent of world trade in information technology products, and provides for the 
elimination of duties on those covered products. However, as technology has 
evolved, many countries - particularly the European Union - now claim the ITA does 
not apply to the next generation of covered products. It is crucial for the U.S. 
Government to uphold the provisions of the ITA that allows for future developments 
of IT products and enables companies to enjoy the full scope of the agreement’s 
intended duty-free benefits. 

• Promoting an Efficient Temporary Visa Program - Like many small businesses, those 
in the consumer electronics industry rely on trade shows like CEA’s annual event, the 
International Consumer Electronics Show (commonly known as CES). CES is the 
nation’s largest trade show, and is an outstanding opportunity for companies to 
introduce their new and innovative products and make important sales. For a small 
business this is a huge opportunity because it means that it can make important 
contacts with international buyers, press and partners without breaking the bank on 
international travel and meetings. But in order for this event to remain successful, we 
need as many potential foreign buyers to attend the CES as possible. At this year’s 
event, over 140 countries were represented. These foreign buyers and partners 
promote U.S. consumer electronic products abroad, which in turn expand future sales 
opportunities. Although we had over 25,000 international attendees (all contributing 
to our economy), thousands more were discouraged from attending due to unduly 
restrictive U.S. policies on visas. For many overseas business executives, the visa 
process is often slow, arbitrary and unpredictable. This leaves our small American 
entrepreneurs at a major disadvantage to their foreign competitors in their efforts to 
reach international buyers. CEA has even situated shows in Dubai and China so that 
our members could reach foreign markets. While safeguarding national security 
interests is paramount. Congress should recognize that it is important for the U.S. visa 
process to operate quickly and efficiently in order to maintain a strong foreign 
customer base at CES and similar events around the country. 

While trade among NAFTA countries has increased significantly in the decade since it 
was signed, the infrastructure and customs processing facilities have not been able to stay 
ahead of the increased commerce. For instance, during the peak season in 2006, there 
where two to three mile backups of trucks trying to cross into the United States, with 
some waits up to 10 hours. C-TPAT (officially known as the Customs Trade Partnership 
Against Terrorism) is invaluable in keeping traffic moving. But as long as we continue to 
face a shortage of trucks and truck drivers all along the southern border, there will be 
continued congestion. Consequently, the swift initiation of a Department of 
Transportation pilot program that will allow a limited number of Mexican motor carriers 
to operate in the U.S. beyond the commercial zones along the U.S.-Mexico border is vital 
to increase the exports of small business. 

In short, small businesses in the consumer electronics industry benefit whenever the 
United States implements policies that simplify the movement of products from port, to 
shelf, to consmner. 
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CEA and its member companies pledge to work with Members of Congress to address 
these concerns and ensure that the consumer electronics industry is well situated to 
advance in an increasingly competitive global trading environment. 

Madame Chairwoman, thank you for the opportunity and I would be happy to answer any 
questions from the Committee. 
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Introduction 

Good Morning. Thank you for inviting me to this hearing to discuss the impact of U. S, trade 
policies upon small manufacturers of the precision machining industry. I am Ken Seilkop, 
President of Seilkop Industries Inc. My company is comprised of four divisions, including A- 
G Tool & Die in Miamitown, Ohio. Our four manufacturing businesses have been in the 
Seilkop family since 1946, and we employ approximately 95 people in the greater Cincinnati 
area. I am speaking as a second generation small business owner and on behalf of the National 
Tooling & Machining Association (NTMA). 

A-G Tool & Die specializes in the design and development of a wide range of precision dies, 
fixtures, jigs, tooling, and special machinery for the automotive, appliance, furniture, machine 
tool industries, as well as many other sectors. 

NTMA, is one of the nation’s leading tooling and machining trade associations, representing 
nearly 1,700 custom precision manufacturers and 55,000 employees across the nation. Our 
members are comprised primarily of small to medium-sized companies, employing an average 
of 27 people with annual sales of four million dollars. NTMA is a member of the China 
Currency Coalition, a group of U.S. industry, agriculture, and labor organizations, working 
toward and achieving as promptly as possible a commercially realistic revaluation of China's 
underalued yuan. 

Every product that is manufactured is formed by a tool, die, or mold made by our industry. 
Precision machining and tooling is truly the backbone of manufacturing. Our industry 
produces thousands of special tools, dies, jigs, fixtures, gages, molds, special machines, and 
precision machined parts. These parts are supplied to the defense, automotive, medical, 
aerospace, appliance, electronics, agriculture, transportation, construction, and environment 
industries. 

I appreciate the opportunity to be here today to share my experiences about the devastating 
impact of extremely low-priced imports from Asia on the precision tooling and machining 
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industry. In addition, I will outline several pieces of legislation that this Congress should enact 
this year to level the playing field in order for domestic manufacturers be more competitive. 

Impact of Currency Manipulation on Tooling & Machining 

Manufacturing is a critical part of the American economy. It employs more than 14 million 
workers in the United States and another 6 million in related industries. We provide reliable, 
good-paying and rewarding jobs, while substantially adding to the tax base. It drives more 
than 70 percent of private sector R&D. And it makes the highest contribution to economic 
growth of any sector. 

Manufacturing has given millions of Americans a road to the middle class and a shot at the 
American dream. But today, this part of the American way of life is threatened, as millions 
more manufacturing jobs hang in the balance. Since 2001, America has lost 3 million 
manufacturing jobs. The closing of thousands of U.S. factories and the corresponding loss of 
jobs in a wide range of communities, states, and regions of America coincides with China’s 
entry into the World Trade Organization (WTO). 

The future of the U.S. machining and tooling industry is being severely threatened by low- 
priced tools, dies and precision machined parts, imported primarily from China. The effect of 
China’s economic growth and principally its unfair trade practices has been severe and costly 
to manufacturing and in particular to the precision tooling and machining industry. Since 
2001, nearly a third of all U.S. tooling and machining companies have been forced to shut their 
doors due to price constraints driven by the large influx of low-priced Asian imports into our 
markets. 

American tool and die makers, as well as machinists cannot compete when the playing field is 
rigged. And that is what China has been doing - rigging its currency at a level that economists 
agree is substantially below its fair value. Since 1994, the Chinese government has actively 
manipulated its currency, a practice deemed illegal under existing international trade law. 
China's currency is estimated to be undervalued by about 40 percent. This practice undercuts 
U.S. manufacturers and our members by artificially lowering the cost of Chinese goods - 
making it impossible for NTMA member companies to compete against their foreign 
counterparts. 

Furthermore, these lower priced imports do not reflect lower input costs or more efficient 
processes. U.S. manufacturers buy their raw materials on the same world markets as their 
Asian competitors, and pay the same prices. What accounts for the lower prices of their 
competitors has nothing to do with free markets. It has everything to do with foreign 
government intervention, including in the currency markets. 

In 2006, the U.S. trade deficit grew to over $232 billion with China. This bilateral deficit keeps 
rising because China undervalues its currency and this makes Chinese exports artificially 
inexpensive and U.S. products too expensive in China. Past and current interventions in the 
currency market by the Chinese government are certainly not the sole cause of this trade 
deficit, but they are a big cause. 
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This form of protectionism by China is reaping huge rewards. Its export-based economy is 
growing 3 or 4 times faster than the rest of the world, with factories being built at a record 
pace. Furthermore, it promotes investment in China, overcapacity and exports, and a 
dangerous accumulation of foreign exchange reserves in China. Many U.S. multinationals 
corporations have earned huge profits investing in China’s protected markets. China is 
violating its International Monetary Fund (IMF) commitments by keeping a currency peg in 
place that creates a trade advantage. In addition, the Chinese also disregard and violate several 
of its World Trade Organization (WTO) obligations. 

Many of the big name and large U.S. manufacturing firms have picked up and moved plants 
and work to China. Vendor chains, including my company and many others in the tooling and 
machining industry, previously supplied tooling, components and assemblies to these plants. 
As a result, we have lost a tremendous amount of business. Our customers are spending less in 
the U.S. and continue to look to foreign plants and overseas suppliers. Every day my Chinese 
competitors beat my best quoted prices by 40 to 60 percent. We usually provide a quote and 
then are simply told that the work is being sent to China or Korea for a much cheaper price. 

1 would like to share an example from the president of a Dayton Ohio-based company 
manufacturing plastic injection molds for industrial Fortune 500 customers. Last month, he 
quoted a price for a mold on the following basis: the sales engineer quoted $72,000, with ten 
weeks delivery; the owner knew the quote was too high, but the company really needed the 
work, so he submitted a quote of $60,000, with nine weeks delivery. In the end, the customer 
awarded the contract to a Chinese company for $25,000 and seven weeks delivery, including 
shipping. They estimated the materials alone for this order would be about $18,000. 

There are no techniques or ground-breaking processes that could gamer the cost savings 
needed to overcome such a large price differential. While companies like this have a decent 
chance of competing with companies anywhere in the world, we can’t compete with the 
government of China and other countries that manipulate their currencies.. At A-G Tool, we 
continue to invest hundreds of thousands of dollars in technology to try to keep up, but this is 
tough to Justify when the customers keep demanding lower and lower prices which results in 
very low profit margins. 

Moreover, American tooling and machining shops must compete against Chinese companies 
that have cheap labor costs, do not pay, or pay very little for health insurance and legacy costs, 
and do not have to meet our strict environmental and safety standards. The Chinese social 
safety net remains inadequate. There is no universal Social Security, less than twenty percent 
of workers have pensions, and less than fifteen percent are covered by unemployment 
insurance. 

U.S. manufacturing produces some of the highest paying jobs with the best benefits in the 
country. At A-G Tool & Die, our “cost burden’’ over wages, with benefits, averages in excess 
of 35 percent. 
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U.S. Trade Policies 


China's entry into the WTO was supposed to bring it into compliance with an enforceable, 
rules-based regime, requiring the country to open its markets to imports from the U.S. and 
other nations. The U.S. also negotiated a series of special safeguard measures designed to limit 
the disruptive effects of surging Chinese imports on domestic producers. China, however, has 
blatantly violated the WTO rules and not abided by its trade agreements. We have failed to 
persuade China to be a responsible player in the international community and have not fully 
enforced the trade laws passed by Congress. 

Unfortunately, the U.S. Department of Treasury in its semi-annual reports to Congress has 
persistently chosen not to cite China for exchange-rate “manipulation” within the meaning of 
the International Monetary Fund’s Articles of Agreement. The Treasury Department claims 
that it cannot be determined if China’s policy of undervaluation is intended to gain an unfair 
competitive advantage in trade or to prevent adjustments in China’s balance of payments. 
NTMA believes this longstanding approach by the Department has been fruitless and will 
remain so, and a legislative strategy needs to be adopted to hold countries like China to account 
under their international legal obligations. 

In addition, China provides numerous tax incentives, rebates and low interest loans to 
encourage exports and replace imports with domestic products. These practices clearly violate 
China’s obligations in the WTO. This year the Bush Administration has finally filed a WTO 
petition to force China to either rescind these practices or ultimately face WTO approved 
tariffs to offset their effects. U.S. manufacturers will be watching this case closely. 
Unfortunately, this is a long and arduous process. 

In March, the U.S. decided to apply its countervailing duty laws to subsidized Chinese imports 
as it does to imports from Japan and most industrialized and developing countries. This WTO 
compliant action will permit private U.S. firms harmed by China’s subsidized exports to bring 
suit for relief. These lawsuits would bring quicker and more certain action than the WTO 
complaint process. Unfortunately, the Administration did not include China’s undervalued 
currency and foreign exchange market intervention in its WTO complaint. 

Loss of Manufacturing Jobs 

Since China entered the WTO in 2001, job losses across the country increased to an average of 
441,000 per year — more than the total employment in greater Dayton, Ohio. Between 2001 and 
2006, jobs were displaced in every state and the District of Columbia. According to the 
Economic Policy Institute, nearly three-quarters of the jobs displaced were in manufacturing 
industries. Simply put, the promised benefits of trade liberalization with China have been 
unfulfilled. 

In a recent report by the nonprofit research institute Policy Matters Ohio, my home state of 
Ohio lost over 13,000 manufacturing jobs in 2006, the highest drop-off in 10 years. The 
report, based on data from the U.S. Department of Labor and federal Trade Adjustment 
Assistance program, cites international trade as the primary cause of this job loss. 
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The 13,432 workers who were laid off in 2006 reflect the result of import competition and the 
shift towards overseas production, the report stated. Between August 2004 and December 
2006, more than 50 percent of the job losses were caused by moving production or replacing 
Ohio-made products with foreign imports, while shifts in production to Canada or Mexico ted 
to 4,964 jobs lost, the research showed. 

But it’s not only about jobs. It is also about national security and our entire economy. Factories 
producing goods and services necessary for US national defense are moving offshore. As we 
look at more and more of the industries that are critical to national security, we realize that in 
many of them we only have a few companies left that are capable of making particular 
components critical to America's military strength. Virtually all elements of our infrastructure 
- defense, energy, transportation, health, public safety and buildings - are dependent upon the 
precision tooling and machining industry. 

Call for Action 


As 1 talk to precision tooling and machining shop owners across the nation, the plea is 
common, “level the playing field. ” Most in our industry have endured some hard times. We 
are not afraid of competition, but make it fair competition. 

Congress can enact legislation right now that is beneficial to U.S. manufacturers that could 
help to level the playing field. NTMA urges lawmakers to take action on: 

1 . Trade - NTMA urges this Committee to pursue every possible avenue to combat the 
damage of currency manipulation. 

a) The Case For H.R. 782 - Currency manipulation has been an external pressure that has 
unnecessarily burdened the industry's competitiveness. Prolonged inaction will only lead to 
more manufacturing job losses and further erosion of our domestic manufacturing base. 
With little to show after four years of U.S. pressure on China to revalue its currency, I urge 
you and your fellow lawmakers to pass. The Fair Currency Act (H.R. 782/S. 796), 
introduced by Representatives Tim Ryan (D-OH) and Duncan Hunter (R-CA). This 
bipartisan legislation, with over 100 cosponsors, would define currency manipulation as a 
subsidy under U.S. trade law and make it easier for the U.S. Commerce Department to 
impose new tariffs on Chinese goods under a countervailing duty law against foreign 
government subsidies. If enacted, this legislation would help U.S. manufacturers and 
workers to counteract currency undervaluation by China and other countries that injure our 
economy. Countries that engage in “exchange-rate misalignment” should be put on notice 
that such behavior is not acceptable and has legal consequences. 

b) U.S.-China Economic and Security Review Commission: 2006 Report to Congress 
- Numerous academic experts have weighed in on currency manipulation as well. The 
bipartisan, congressionally appointed U.S.-China Economic and Security Review 
Commission (USCC), in its 2006 report, found that China’s currency manipulation “harms 
American competitiveness and is also a factor encouraging the relocation of U.S. 
manufacturing overseas white discouraging investments in U.S. exporting industries.” The 
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Commission also found that “American small and medium-size enterprises are particularly 
disadvantaged by having to compete for U.S. market share with Chinese exporters who 
enjoy the subsidy of an artificially undervalued renminbi.” I encourage each of you to 
read this report and review the Commission’s 44 recommendations, several related to 
currency manipulation.' 

2. Research & Development - American manufacturers benefit from the R&D Tax Credit. 
This critical tax credit, which expires at the end of 2007, needs to be made permanent so 
we can continue making investments in product development, lighter weight materials and 
improvements in automation. This will help to offset some of our labor and production 
costs so we can compete in the world market. We urge Congress to enact H.R. 2138 to 
strengthen and make permanent the R&D tax credit. The bill, recently introduced by 
House Ways and Means members Sander Levin (D-MI) and Dave Camp (R-MI) has over 
60 cosponsors. It increases the rate for the Alternative Simplified Credit (ASC) to 20 
percent, makes both the strengthened ASC and the traditional credit formula permanent, 
and repeals the Alternative Incremental Research Credit. 

3. Health Care - There is a need for Congress to address ever-rising health insurance costs. 
Small-business owners have very few choices when selecting insurance coverage for their 
employees. The tipping point is here, and small businesses are begging for solutions to 
rising health-care costs, lack of access and other issues. NTMA believes a multi-faceted 
approach will allow millions more to find health care at costs they can afford. This 
approach should include health-insurance purchasing pools for small businesses, tax-based 
incentives to assist with the purchase of health insurance, and the implementation of cost- 
containment measures. 

4. Skilled Workforce - It is critical that the United States support a national emphasis on 
math, science and engineering in education, and improve coordination of our workforce 
training and recruiting programs. There continues to be a growing shortage of skilled 
workers in manufacturing. On one end of the workforce, the Baby Boomer generation is 
retiring leaving fewer skilled people in the job market. On the other end, a smaller group of 
younger workers is entering the workforce and, unfortunately, not choosing tooling and 
machining as a profession. 

5. Competitive Tax Policy - Avoid imposing new taxes on manufacturers, making it more 
difficult for us to compete in the global marketplace. 

a) Death Tax - We need to fix the estate tax which will be phased out by 2010 and then 
revert to rates as high as 55 percent in 2011. Full repeal or, at a minimum, significant 
reform of the death tax is needed. Small and medium-sized tooling and machining 
companies spend, on average, over $50,000 annually on estate planning costs to deal with 


* U.S.-China Economic and Security Review Commission: 2006 Report to Congress. USCC, 444 North Capitol 
Street, NW Suite 602 • Washington, DC 20001 — www. uscc.gov - 
httD://w^^v.uscc.gov/annua! report/2006/annual report fall 06.pdf 
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this tax. This is more than a one-time tax. Legislation, H.R. 2380, introduced by 
Representatives Bud Cramer (D-AL) and Keimy Hulshof (R-MO), would permanently 
repeal the death tax. The bill has over 80 House cosponsors. 

6. Regulatory Fairness - The federal government needs to minimize conflicting regulatory 
schemes and technical standards. It also should reduce excessive regulatory costs through 
sound science requirements and economic analysis. Companies cannot pass on these cost 
increases to customers because of intense global competition from producers in countries 
that do not face these same stmctural costs. 

Conclusion 


It is obvious that China’s economic strategy over the past decade has been to keep the value of 
its currency low, boost its exports and hold down imports. The U.S. needs a coordinated 
comprehensive national policy and strategy for manufacturing. Such a strategy must include 
among other things, addressing currency manipulation, vigorously enforcing our trade laws and 
agreements, making permanent the R&D tax credit, reforming health care to reduce its costs to 
small businesses, and reforming our tax code. 

Since China continues to enjoy the benefits of membership in the international economic 
community, it is only fair that it abide by the community's rules and responsibilities. The time 
for change is now, before our industry and the rest of U.S. manufachtring is put further at risk. 
We look forward to working in a bipartisan fashion with members of the 110th Congress on 
these and other policies that foster a vibrant manufacturing environment in the U.S. today and 
for future generations. 

Thank you again for giving me the opportunity to present my views on this important matter. I 
will be pleased to answer any questions you have on these issues. 
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Madam Chairwoman and Members of the Comniittee: 

I am Jon Caspers, Past President of the National Pork Producers Council (NPPC) and a pork 
producer from Swaledale, Iowa. I operate a nursery-to-finish operation, marketing 18,000 hogs 
per year. 

Madam Chairwoman, I strongly believe that the future of the U.S. pork industry, and the future 
livelihood of my family’s operation, depend in large part on further trade agreements and 
continued trade expansion under Trade Promotion Authority. 

The National Pork Producers Council is a national association representing 44 affiliated states 
that annually generate approximately $15 billion in farm gate sales. The U.S. pork industry 
supports an estimated 550,200 domestic jobs and generates more than $97.4 billion annually in 
total U.S. economic activity and contributes $34.5 billion to the U.S. gross national product. 

Increasing U.S. pork exports means increasing U.S. jobs. In 2006, the United States exported 15 
percent of domestic pork production. By percentage, international trade attributed to 
approximately 82,500 U.S. jobs in the pork industry alone. A majority of these jobs are located 
in rural America. In my home state of Iowa, about 62,500 jobs are involved in various aspects of 
the pork industry. Using the export share of 15 percent implies that a comparable share of the 
economic impacts, or 9,375 jobs and $330 million of personal income in Iowa result from the 
exporting of pork products to foreign markets.' 

An attached Appendix includes pork export district information on eight congressional districts 
represented on the Small Business Committee. The reports, completed by Iowa State University 
economists, breakdown the general economic impact of the pork industry and pork exports in 
each district. The districts include: Congressional District 4 of Colorado, Congressional District 
8 of Indiana, Congressional Districts 1 and 5 of Iowa, Congressional District 6 of Missouri, 
Congressional District 1 of Nebraska, Congressional District 4 of Ohio, and Congressional 
District 9 of Pennsylvania. 

Pork is the world’s meat of choice. Pork represents 40 percent of total world meat consumption. 
(Beef and poultry each represent less than 30 percent of global meat protein intake.) As the 
world moves from grain based diets to meat based diets, U.S. exports of safe, high-quality and 
affordable pork will increase because economic and environmental factors dictate that pork be 
produced largely in grain surplus areas and, for the most part, imported in grain deficit areas. 
However, the extent of the increase in global pork trade - and the lower consumer prices in 
importing nations and the higher quality products associated with such trade - will depend 
substantially on continued agricultural trade liberalization. 

PORK PRODUCERS ARE BENEFITING FROM PAST TRADE AGREEMENTS 


' Daniel Otto and John Lawrence, Extension Economists. “The Iowa Pork Industry 2006: Patterns and Economic 
Importance.” Iowa State University, Ames, Iowa. January 2007. 


2 



95 


In 2006, U.S. pork exports totaled 1,262,499 metric tons valued at $2.9 billion, an increase of 9 
percent by volume and 9 percent by value over 2005 exports^. U.S. exports of pork and pork 
products have increased by more than 433 percent in volume terms and 401 percent in value 
terms since the implementation of the NAI^A in 1994 and the Uruguay Round Agreement in 
1995. 


U.S. Pork Exports 



Year 


The following 8 export markets in 2006 are all markets in which pork exports have soared 
because of recent trade agreements. 

Mexico 

In 2006 U.S. pork exports to Mexico totaled 356,418 metric tons valued at $558 million. 2006 
export figures indicate U.S. pork exports to Mexico increased 8 percent by volume and 9 percent 
by value over 2005 exports. Exports in 2005 were 331,488 metric tons valued at $514 million. 
Without the NAFTA, there is no way that U.S. exports of pork and pork products to Mexico 
could have reached such heights. In 2006 Mexico was the number one volume market and 
number two value market for U.S. pork exports. U.S. pork exports have increased by 274 
percent in volume terms and 398 percent in value terms since the implementation of the NAFTA 
growing from 1993 (the last year before the NAFTA was implemented), when exports to Mexico 
totaled 95,345 metric tons valued at $1 12 million. 


^ All export data is from Foreign Agricultural Service's U.S. Trade Internet System. 
http://www.fas.usda.gov/ustrade/USTHonie.asp?QI= 
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U.S. Pork Exports to Mexico 



Japan 

Thanks to a bilateral agreement with Japan on pork that became part of the Uruguay Round, U.S. 
pork exports to Japan have soared. In 2006, U.S. pork exports to Japan reached 337,373 metric 
tons valued at just over $1 billion. Japan remains the top value foreign market for U.S. pork. 
U.S. pork exports to Japan have increased by 279 percent in volume terms and by 178 percent in 
value terms since the implementation of the Uruguay Round. 

U.S. Pork Exports to Japan 
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Canada 

U.S. pork exports to Canada have increased by 1,933 percent in volume terms and by 2,689 
percent in value terms since the implementation of the U.S. - Canada Free Trade Agreement in 
1989. In 2006 U.S. pork exports to Canada increased to 138,564 metric tons valued at $437 
million — a 6 percent increase by volume and an 1 1 percent increase by value over 2005 exports. 

U.S. Pork Exports to Canada 



China 

From 2005 to 2006, U.S. exports of pork and pork products to China increased 13 percent in 
volume terms, totaling 88,439 metric tons valued at $126 million. U.S. pork exports have 
exploded because of the increased access resulting from China’s accession to the World Trade 
Organization. Since China implemented its WTO commitments on pork in December 2001, U.S. 
pork exports have increased 53 percent in volume terms and 90 percent in value terms. 
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U.S. Pork Exports to China 



Republic of Korea 

U.S. pork exports to Korea have increased as a result of concessions made by Korea in the WTO 
Uruguay Round. In 2006 exports climbed to 109,198 metric tons valued at $232 million, an 
increase of 2,217 percent by volume and 2,606 percent by value since implementation of the 
Uruguay Round in 1995. 2006 pork exports to South Korea increased 52 percent increased in 
volume terms and a 50 percent increase in value terms over exports in 2005. 


U.S. Pork Exports to South Korea 
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Russia 

In 2006 U.S. exports of pork and pork products to Russia totaled 82,677 metric tons valued at 
$164 million — a 105 percent increase in volume terms and 127 percent increase in value terms 
over 2005. U.S. pork exports to Russia have increased largely due to the establishment of U.S.- 
only pork quotas established by Russia as part of its preparation to join the World Trade 
Organization. The spike in U.S. pork export to Russia in the late 1990s was due to pork shipped 
as food aid. 


U.S. Pork Exports to Russia 



Year {Monthly) 






Taiwan 

In 2006, U.S. exports of pork and pork products to Taiwan increased to 25,198 metric tons 
valued at $38 million. U.S. pork exports to Taiwan have grown sharply because of the increased 
access resulting from Taiwan’s accession to the World Trade Organization. Since Taiwan 
implemented its WTO commitments on pork, U.S. pork exports have increased 99 percent in 
volume terms and 103 percent in value terms. 
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U.S. Pork Exports to Taiwan 



The U.S. pork industry did not gain access to Australia until recently, thanks to the U.S. - 
Australia FTA. U.S. pork exports to Australia exploded in 2005 despite a legal case over 
Australia’s risk assessment of pork imports. Australia is currently one of the top export 
destinations for U.S. pork U.S. pork exports, and in 2006 pork exports totaled 25,486 metric tons 
valued at $62 million. 


U.S. Pork Exports to Australia 
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Benefits of Expanding U.S. Pork Exports 

Prices - The Center for Agriculture and Rural Development (CARD) at Iowa State University 
has calculated that in 2004, U.S. pork prices wrere $33.60 per head higher than they would have 
been in the absence of exports. 

Jobs - The USDA has reported that U.S. meat exports have generated 200,000 additional jobs 
and that this number has increased by 20,000 to 30,000 jobs per year as exports have grown. 

Income Multiplier - The USDA has reported that the income multiplier from meat exports is 54 
percent greater than the income multiplier from bulk grain exports. 

Feed Grain and Soybean Industries — Each hog that is marketed in the United States 
consumes 12.82 bushels of com and 183 pounds of soybean meal. With an annual commercial 
slaughter of 105.3 million animals in 2006, this corresponds to 1 .34 billion bushels of com and 
9.63 million tons of soybean meal. Since approximately 1 5 percent of pork production is 
exported, pork exports account for approximately 201 million bushels of com and 1 .44 million 
tons of soybean meal. 

However, as the benefits from the Uruguay Round and NAFTA begin to diminish because the 
agreements are now folly phased-in, the creation of new export opportunities becomes 
increasingly important. 


The United States currently has four pending free trade agreements-U.S.-Korea FTA, and the 
Colombia, Peru and Panama Trade Promotion Agreements. Each of these agreements were 
negotiated under TPA and will significantly benefit U.S. pork producers. 

KORUS FTA 

• U.S. pork exports to Korea have increased as a result of concessions made by Korea in 
the Umguay Round. In 2006 exports climbed to 109,198 metric tons valued at $232 
million, an increase of 2,217 percent by volume and 2,606 percent by value since 
implementation of the Umguay Round. Exports to the Republic of Korea in 2006 grew 
aggressively over 2005 exports — 52 percent increased in volume terms and a 50 percent 
increase in value terms. South Korea currently is the 4* largest export market for U.S. 
pork. 

• The United States is the largest foreign supplier of pork to South Korea. Major 
competitors include the EU, Canada, Chile and Australia. The U.S.-Korea FTA will give 
U.S. pork preferences in this lucrative market over other foreign competitors. 

• U.S. pork products currently face significant tariffs in South Korea. For example, the 
current South Korean duty on bellies, a high demand pork product, is 25 percent. 
However, under the terms of the U.S.-Republic of Korea FTA tariffs will be eliminated 
on all frozen and processed pork products by 2014. Fresh chilled pork will be duty free 
ten years after implementation with a safeguard. 
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• In addition to ambitious market access gains -the Republic of Korea has agreed to accept 
all pork and pork products from USDA approved facilities. This provision ensures trade 
will be possible without onerous technical or sanitary barriers. 

• The U.S.-Republic of Korea FTA will add hundreds of millions of dollars to the U.S. pork 
industry in additional pork exports. Exports positively impact the price of live hogs and 
therefore the agreement will benefit all U.S. pork producers. According to Iowa State 
University economist Dermot Hayes, the Korea agreement, when fully implemented, will 
cause live U.S. hog prices to be $10.00 higher than would otherwise have been the case. 

Colombia Trade Promotion Agreement 

• The Colombia Trade Promotion Agreement (CTPA) negotiated between the United States 
and Colombia, once fully implemented, will significantly benefit U.S. pork producers. 

Under the terms of CTPA, the tariffs on some pork and pork products will be eliminated 
immediately while the tariffs on others will be phased out over a five-year period. 

• In addition to the favorable market access provisions, significant sanitary and technical issues 
have been resolved. By a letter dated Febraary 26, 2006 the Colombian government 
confirmed that it shall recognize the meat inspection system of the United States as 
equivalent to its own meat inspection system. 

• Live hog prices are positively impacted by the introduction of new export markets. 

According to Iowa State University economist Dermot Hayes, the Colombia agreement, 
when fully implemented, will cause live U.S. hog prices to be $1.63 higher than would 
otherwise have been the case. That means that the profits of the average U.S. pork producer 
will expand by 14 percent, based on 2005 data. 


Peru Trade Promotion Agreement 

• The free trade agreement negotiated between the United States and Peru, when 
implemented, will create important new opportunities for U.S. pork producers. 

U.S. pork exports to Peru currently are restricted by duties as high as 25 percent. 
However, the Peru Trade Promotion Agreement (PTPA), if implemented, will establish 
immediate tariff reductions on all pork products. Some pork products will receive 
unlimited duty free access upon implementation of the agreement. Tariffs on most pork 
items will be phased out within five years. All pork tariffs will be completely phased out 
in ten years. 

• In addition to the favorable market access provisions, significant sanitary and technical 
issues have been resolved. By a letter dated January 5, 2006 the Peruvian government 
confirmed that it shall recognize the meat inspection system of the United States as 
equivalent to its own meat inspection system. The aggressive market access provisions 
coupled with the agreement on equivalence make the Peru agreement a state of the art 
agreement for pork producers to which all future FTAs will be compared. 
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• Live hog prices are positively impacted by the introduction of new export markets. 

Recent price strength in U.S. pork markets is directly related to increased U.S. pork 
exports. Mexico continues to be a strong and growing export market for U.S. pork. The 
same competitive advantage that has resulted in expanded U.S. pork exports to Mexico 
will also facilitate an expansion of U.S. pork exports to 28 million new consumers in 
Peru. 

• According to Iowa State University economist Dermot Hayes, PTPA, when felly 
implemented, will cause hog prices to be 83 cents higher than would otherwise have been 
the case. That means that the profits of the average U.S. pork producer will expand by 7 
percent. 

Panama Trade Promotion Agreement 

• The Free Trade Agreement negotiated between the United States and Panama, when 
implemented, will create important new opportunities for U.S. pork producers. 

U.S. pork exports to Panama are currently restricted by a very limited quota and out-of- 
quota duties as high as 80 percent. However, the Panama Trade Promotion Agreement, if 
implemented, will provide immediate duty free treatment on pork variety meats and 
expanded market access for U.S. pork through tariff rate quotas. 

• In addition to the favorable market access provisions, significant sanitary and technical 
issues have been resolved. By a letter dated December 20, 2006 the Panamanian 
government confirmed that it shall recognize the meat inspection system of the United 
States as equivalent to its own meat inspection system. This technical agreement ensures 
U.S. pork producers will benefit from the Panama Trade Promotion Agreement without 
being blocked by unnecessary sanitary barriers. 

• U.S. pork competes in Panama with pork from Canada and the EU. The Panama 
Agreement, if implemented, will give U.S. pork products a competitive edge in the 
market. 

• According to Iowa State University economist Dermot Hayes, the Panama agreement, 
when felly implemented, will cause hog prices to be 20 cents higher than would 
otherwise have been the case. Therefore exports to Panama will be worth approximately 
$20.6 million to the U.S. pork industry in additional revenue than otherwise would have 
been the case. 


NPPC Supports Presidential Trade Promotion Authority 

Trade Promotion Authority (TP A), also known as fast track, allows the President to negotiate 
trade agreements with other countries. It simplifies the process of congressional consideration of 
such agreements by requiring a straight yes or no vote with no amendments permitted. New and 
expanded market access through trade agreements has been the most important catalyst for 
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increased U.S. pork exports. In particular, renewal of TPA is needed in order to allow for a 
successful conclusion to the Doha Round. 

Multilateral Trade Negotiations: WTO Doha Round 

With 96 percent of the world’s population residing outside of the United States, it is essential 
that U.S. pork producers continue to gain access to more of these potential customers. A 
successful World Trade Organization Doha Development Round had the ability to increase the 
world economy by $300 billion over the next decade. While pork exports have exploded in 
recent years, future growth is dependent on further trade liberalization. The average global tariff 
on pork is still a staggering 77 percent. 

The WTO Doha Round began in 2001. Unfortunately, the proposals put forward by the European 
Union and the G-20, if implemented, will not bring about significant increases in U.S. pork 
exports. A large outcome, particularly in the EU and Japan, is needed to make Doha successful 
for pork producers. Currently, the United States supplies far less than 1 percent of EU pork 
consumption, and while Japan is the biggest value market in the world for U.S. pork exports, 
there is still enormous potential for growth. 

In conclusion, trade agreements significantly benefit all U.S. pork producers. 15 percent of all 
U.S. pork production is exported abroad, and the impact of exports on the livelihood of small and 
medium sized independent pork producers is substantial. Trade Promotion Authority is necessary 
for the continued trade liberalization and growth of the U.S. pork industry. 

Contact: 

Nicholas D. Giordano, Esq. 

Vice President and Council, 

International Trade Policy 
National Pork Producers Council 
122 C Street NW, Suite 875 
Washington DC 20001 
(202) 347-3600 
(202) 347-5265 (fax) 
giordann@nppc.org 


12 



105 


APPENDIX: 

Statement 
Of the 

National Pork Producers Council 
Before the 

U.S. House of Representatives Committee on Small Business 

On the 

Impact of U.S. Trade Policies 
June 13, 2007 


APPENDIX 
Page ! 



106 


SGanonde ImpMti AnocMnl wiOi Hog Fradoeliim ta P<enitiylv«iifai'i 
Ml OmpvHloBal Diifrlet 
Om and Jolm D. Lawtcnce' 

The pork ioduatty In PemjylvaniB ii a majiw genendor of jobs md kicome fiir llie stats’i 
ecaoomy. TfaMein^actt can be demomli^ed at regional levebaawsIL The hog production 
occuning in Pcrmayl^nia’a Mb Coi^perairwal District «uto it the 4Sth largnt hog pro Aichig 
regicmin the United States. 11 m lesnlafiom the atatc«^sMyorihe hog industry in 
Penns^vaiua can he used to estiniate die econoinic contribitlion of tte hog induaby to 
Peimiylvaiiie’s 9iii Congresiionat District 

Based on the most recentiiy avaUable infimnation in the 2002 Ag Census, 614 temeis M 
Fennsylvsnia’s 9th Oongiessioaal Distikt hsve 20.7K of the stsle’i hog inveotoiy. Using this 
shsxe,itt2005 hog prodiiceei k the district msrketed 378,516 head indued it m estimated $49.5 
sriUion. AsBBignfficaiitagiici]hi]ralvBhie-addedactivily,hogpiDdiiotioiim 1 heiegi 0 nuiBs 
other agiiciiltatalBipais in its {soducdoB process. AnekunBtedS.SmiUianhiudieiiofoomsnd 
25,600 Ions of soyhem med. as well as a sigoificant smount of other hgails are used by hog 
production in Pemuylvania’s 9th District 


The hog prodnctiott acttvidei also have secondary efiects in the local eciniomy, Beosnae 
specific eiigik>yxacBt niinibers In slau^ter andprooesaiiigara notdischMed at regional levels, we 
can USB the sMeimnihets probated back to the district level, based on hog (soduclionsuiidsen, 
to Bithmrte total regional eoonoiniic inqiaota. The lesuhs of dns process sie presented in tae 
table hetow. Tbe$49.5tninionofh0gnuniretiagdirBctiystg>poris 116 jobs and $4.02 million of 
income in hog ^oduofioa. Thia8iipportianBdditiooBl79jobs infiietestofagiicaltiBe. Whm 
podr processing i« ifielnitait «i«t njifniigh aenimmic Imlngee unit le cnndsi y inyacls to Ihe test of 
the eccmonty, an estimated total of 1,675 jobs, S71.7 million of htcoine and $397.9 tnillioo of 
total sales ate generated in the District's economy becanse of die hog hsduslzy. Nsdoosily, 
exports acoocntcd fiir 15% of US production in 2(k>6. The final row of the table indkates the 
impact of pork eiqiotts applied at diit rate to die Diitrict The table estimates bib based on 20.7 H 
of the state's hog production, yet Peniuyivama’B 9iii District does trot have a major hog slaughter 
firoility dius tbs actual ingMct on the rest of dro economy may be smaller than reflected in dK 
tdile. 


Economk Value of the Pork Industry in Femu^vania's 9diCoi%iessh»ial Disttkt, 2006. 



Total Sales 

Labor Income 

Value added 

fobs 


(S) 

(« 

{«) 


Hog Production 

49,517,919 

A025,705 

4,509,553 

116 

Seat of .^rkulture 

11,092,426 

2,365,560 

4y246,424 

79 

Rest (rf’Economy 

337.244,935 

65,269,963 

103,284399 

1,480 

Total 

397,855.164 

71.661,228 

112,040,376 

1,675 

Due to Exports 

59,678,275 

10,749,184 

16,806,056 

251 


Source: IMPLAN Model for Peansylvania 

' Bxtension Bconomisls, Iowa State Univeraily, Ames, fowa 
^ The PomsylviiBiB Pork Ihdustiy 2006: Pattenu end Eoononk Importance 
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EeoBoinle Impacta AHMclcted wifli Hi« Frodncliim !■ CUo’i 
4dl Con^eirional Dtatriet 
BaoJdOtlDaOidJDliDD. Lswtcnco' 

Hie poik induatiyia OUo i« a m^jor geoasinr of jobi md iofiraae fis die itato’i economy. 
Hiraeiii^acts can be demmutnted St ce^kMul levels as well ThebogprodnsdoaocciBriiigm 
Ohio’84fhCongi»Miaaal Disirict Bilks it tbs 36tb tuKestbogiaodiKing regioii in4» United 
StidM. Hieieaults&onitbesIsIiewide^atiid^ofdwhoKisdiiMrybiOUocaiibeiuedtDeatioiale 
Ob ecoDDBUC coBlribotioii of (be hog mdnatiy to Obio’i 4tli Coogmiioiisi Dtoliict 

Baaed on (be moat iccmdy availaUe udbtmation in die 2002 Ag Cennii, dlO fiomm m Ohio’s 
4th CoogreuionBl Diatrict have 24.i% of the Mate’s hog invcnloiy. Using this Mwta, in 2005 
hogi»odiicenjBihadistiictmadMBd737,441hBadvaloedatineathBated$97.8iiiil]ioii. Asa 
aigniScant agncultuial vahie-added activily, hog pfodnctkm m die legion naet other i^iicoUutai 
h^utiinitagsodiictloBiXDcess, A]ieidinaiad>.2mllUonbushelaofec»iiaiBl52,8d0tisiiof 
Bcr^iBBn meal as well as a si^ii&ant amouiit of other inputs aie used by hog poductiioii in 
Ohio’s 4lb Diatrict 

The hog laodoclioaaotivtties also have lecondafye&ots in die local econoaiy. Becuue 
apeoific enqiloyiiient nambars in slaughter and psoccssing ate not disclosed at legionai ievels, we 
can use die state immben pro-rated beck to the diitiict level, based on hi^ IzodDction numben, 
toastimMeiotilr^ioiialecoiuHnicinqiacti. IheresiillaoftbispcocessBeprsseidediniiie 
table below. Ihe $97.8 miUioa of hog maiketing daecdy supports 260 Jobs and S9.6 ujllioii of 
inoomB in hog production. Hus supports an addidonal 135 jobs in the rest of agricuhore. When 
poik processing is Included and through economie linkagaa and secondaiy impacts to die rest of 
die economy, an estimated tola] of 2,046 jobs, $81 million of income and $493 million of total 
sales are generated in the Dlsliict’a economy became of the hog industry. Nationally, exports 
accounted &r 15% of US production m 2006. The dml row of the table indicatn the inqiact of 
poik eiqiortB applied at this rale to the District The table estimates are beaed on 243% of the 
slate’s hog production, und Ohio’s 4tli District does not have a nn^or hog slao^bterdmili^lfaus 
the actual impact on die rest of die econoiny should be riniilsr to the valnes lefleeted in the table. 

Economic Value of the Poric Indusuy in Ohio's 4di CrayreuicmBl District, 2006. 



Total Sales 

Labor Income 

Value added 

Jobs 


(S) 

(S) 

(S) 


Bog Production 

97,819,164 

9,S9^415 

11,296,812 

260 

Rest of .Agriculture 

17,035,488 

2.034>934 

7,382,393 

135 

RestofEcoiHnny 

378,121,228 

69,416/192 

105.901,945 

1.&50 

Tote] 

492,975,881 

81/143,842 

124,581,151 

2,046 

DueteBiqxnts 

73,946,382 

12,156,576 

18,687,173 

307 


Souree: IMPLAN Model &r Ohio 

' Extension Economists, h>wa Slate UnivenUy, Ames, lows 
^ The Ohio Folk Industry 2006: Patterns and Economic Importance 
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EconamiG Unpiicti Anodafed with Bog ProdnelioB Ib liidiau’i 
nh Cragrcnional DidiM 
Dai^l Otto and TobnD. Uwrenoe' 

The polk iadBBtxy in htdieiiB ii a midor gmerata- of Jobe end income for die to^’t ecomsny. 
Hmm ingiBcte can be demaDstnrted at regional levels as weB. The hog production occuniiig in 
hidiaaa’i 8diCoi^refsianalItiitiictmake it the SOthlargeat hog produoiiQiegiomkifiw United 
Statea. The reiiittifiom the itderwidc^alu^oftbe hog iDdiiitiykiIadiiiiacan.be used to 
eaiimate the roammic cantribution of the hi^ indoMty to IhduiiiB’i Mi CbngieaaioDal DWiict. 

Baled cm the most recently arvailaible iafinmatioa in the 2002 Ag Cenaue, S6S ftimeia in 
jndUna’i Sth CODgreniioDal Dittriot have 13.398 ofthe iMe’i hog iovenlaiy. Using Ihih share, 
in 200S hog pioduccis is tiie district matlfelBd 748,193 head valued d an eiliiiiated S102.S 
milH nn. As a significant Bgricidtiaal value-added activity, h<% pcoductUMi Itt tile regton usBS 
MieragricuMBralsqHitsinitspiDductioapfooeas. An estimated 7.6 million btuhela of cnn and 
50.300 tons of soybean meal aa well aa a significant amount of other fapiits are u»ed by hog 
prodoction in hufiana'a Sth District 

The hog productmn activities also have secondary efibKts m the local economy. Because 
specifiG eoqdoyment numben hi slaughter snd processing are not disclosed at regional levels, we 
can use the stale mnnbeis pio-ntedback to thedistiict level, baaed on hogpioAicticmniimbaSi 
to oatunatetoIslregionBl economic intyacta. The reaulttoftfaispioceas are presented in the 
table below. The S102.5 millioB of hog nuaketiiig directly soppoili 201 jobs and M.S miflion of 
Income in hog ptoduotion. This sepporiB an additional 90 jobs in the rest of agri^hne. When 
poik proceaaing is included and threap economic linloiges and secondary ispacta to die rest of 

the economy, an estimated total cf 2468 jobs. $87.7 millioa of income and S580JZ million of 
totalaalesangeiientadinduIMati^secoiiomybecsufeofdMhogindnBliy. Nationalty, 
erqwcts accounted for 1598 of US production in 2006. The final row of the table indicates the 
impact of pork eqiotts applied at this rate to the Diiliicl The table estimates are based on 13398 
ofebe state’s hog piodnction, yet ludiBiiia’i 8di District does not have a major hog tlaugfaler 
Anility thus the actual ittqiBct on die rest of the economy may be amallec dum refiected in the 
table. 


Econmnio Vahe of the Fork Industry in bdiana's Sth Congressional District, 2006. 



Total Sales 

Labor Income 

Vahieaddad 

Joba 


(*) 


(S) 


Hog Production 

102,531,562 

9432.145 

11,285,500 

201 

Rest of Agriciiltiire 

10,174,203 

3,037,158 

6,088,022 

90 

l^sst ofEconoBty 

467,526,195 

75,154,986 

117,934.609 

2,066 

Total 

580431,961 

87,724,288 

135,308.130 

2458 

DimtoEapotta 

87,034,794 

13.158.643 

20.296420 

354 


Source; IMFLAKMo^l for Indians 

' Bxtension Bemumsts, Iowa State University, Ames, Iowa 
^ The hidiana Pork Industry 2006: Fatterm and Ecanomic finportance 
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Seoaomie taipai^ AMOdatcd Hiag PmdaetiMi in Calorid«’t 
^ CrapvNHHiallNiMGt 
Disiui Otto sad }6ha D. Lennence' 

Tbe poik iadustiy to Colondo it s major gtaserstor of jobs sod tocome for Uib stotB* t economy. 
tlimeiiiipactocaatedenumBimtedatR^nallevebuwril. Tlie!iogjii«diictioDOceiiiriiigi& 
C^Uxcadto’s 4tti Cimgmwiimai XKitoict it the 22°^ laigest hog piotoictog legion in die 

UaiMIS^s. lltoresottafiomttejtortewide^studyoftlieliogiiidiutiytoColoiBiiociiibeined 
to estimato ite Ecawinic contrilsiilKni of tlieliog indualiy to Cokiailo’i ^CoogioitfDiial 
IMattict. 

Based on the moat recenfly syailable iaiiirtiiattoa in dm 2002 Ag CanauB, 478 fittmen in 
Colmada’a 401 Con^siiioiml District Imva 98.394 of the Mato's hog isventoty. Using tfaia ihaie, 
inlSlOS hog^Ridiiceni intoediatiictmadcetBd 1.433 million heidvahied at an estimated $218.1 
minion. As a ngnificant agiicultuml vslua-sdded activity, ht^ production in dm legion uses 
odtotagficiiltiiiBllnpati to its piodiictum process. An esttouted 9-61 million buMwls of imm and 
53,140 tons of soyfaemimeal as weU as a stomScant amount of other topito> bib naed by hog 
jnoductiMi to Colorado’s 4toi Diitiict. 

The hog ptoditotionacti.vitieaalao have secondary effects to dm local economy. Becanse 
i^mcdfic miqiloymentsnmbeii in slaagfater and processing are not dueloaed at legioimlloveb, we 
can use the alate oumbeiB pro-nted back to the district level, baaed im hog prndootioa mimhma^ 
Id BstimatB total rqxnutl economic to^fBcta. The leaulta of dds process are presented to. toe 
table below. The $218. 1 million of hog marketing direody supports 381 jitoa and $16.23 miUion 
oftoemne to hog production. This supports an actional 206 jobs to toe rest of agticolture. 
Whim podc processing is included and through economic Itolo^ and secogdaty impacts to dm 
rest of toe economy, sn estimated total of 3,636 jobs:, $1S1.4 ndtlioa of tocome and $928.4 
miUion of total sales bib generated in toe Distdef s econon^ because of the hog industry. 
Nationally, e^jotta accounted for 15% of US production to 2006. The final row of toe nhto 
indicates tfa icqiact of pork exporti applied at diis mte to dm District The table eatimates are 
based on 98.334 of toe state’a bog production, yet Colorado’s 4to District has no nug'or hog 
slanghlertooiti^dius dm actual impact on toe teat of the ecooonty maybe smaller dmn icfloctied 
to toe table. 


Bconmnic Value of the Park Industry to Coloiado's 4to Gongreastonal District, 2006. 



ToU Sales 

Labor Ibcanm 

Value added 

Joba 


(S) 

(*) 

(5) 


Hog Ptuduedott 

218,D984ilO 

14226,135 

20,533,533 

381 

Rest of AptouJtucB 

32,383,254 

6,632,378 

13483,517 

206 

Rest of Economy 

677,973,047 

128400.910 

m069402 

3,049 

Total 

928,456,517 

15U59A43 

243484652 

3,636 

IhutoExpora 

139,268,478 

22,703,916 

36437498 

545 


Source; IMPLAN Model tor Colorado 

' Intension Goanomisto lows State Uniyersify, Ames, Iowa 
^ The Colomdo Fork hidualiy 2006: Patterns a:^ Economic Irnpoitance 
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SeoBomie Iiapaeti Anaeteled wUk Mag ProinctioB !■ Ndwailm’i 
lit OiBgreidoBal DMllct 
I^Bul Otto flod John D. Lmnaice’ 

Tlio poik indaitiy in N^bbiIcb is » DHgar geneiBtor of Jobi nid. UKOBW &r difl state's ecofloB^. 
These inqiBctscBB be dcmoBMiBtsd St ragbmsl levels well. TbsiwgiinKhicthmocctmingiB 
Nebnuda’s 1st CcwfRwsioiiBl Dotlict mske it tbe 1 8tb hog producmg ngion in the 

Uaited States. tlieraniUsfiomiliestatewide’stiiifyoffliBhoglnihistiymNcbiBikBcaiibeuiBd 
to rathaata file economic eostribobonoffhe hog iDdin&y to N^icbsIbi's IstOongrasioiial 
District. 

Sued OB rite nxHt leoently avaiUUe infotinittioa in the 2002 Ag Oensuif 1,420 flumen in 
Nebiaskn’s lit Coagrenkmal Dtatricthave 32.8K of (he state’s hog mvcadoty. Ustsf ttos shaiei, 
in 200S hog prodocera in the district marketed 1.69 nuUioB head vihied at an eitiniilBd S252 
iniUioa As a significant agriodtund value-added activity, hog production In die legloB uses 
other agifcuitQiBl inputs in its production process. An esthna^ 15.6 miliion bushels of com and 
101400 tons of soybeu meal as smll si a sigoificantamouiB of other iqpniti ate used by bog 
production in Nirixaslca’s Ist Distact 


The hog ptodoctKm activities slio have aecandsiyefSBCiara Out toeslecononv. Because 
specific eaqployaieiit numbers in ilwighter ind fsocesamg are not disclosed at regional levels, wo 
can use the state numbcrapro-fatedback to the district level, based on hog production mimbers. 
In etahnaie total regioiial eoonomio nnpaota. The reialmofthli process ire presented in the 
table hdow. The $252 milliDn of taig marketing directly Nppoita 499 jobs ai^ $14.3 millitm of 
income in hog production. This n^guitt an additional 175 jobc in the rest of agticolhlie. When 
poric procesaiBg ie included and dnnugh economic linkages and seoondiiy impaota to die rest of 
the ecoiumy, an etaanated total of 3434 jobs, $126.1 miUion of incoow and $860.S nuUion of 
total sales are generated in AeDitariet’aecononiy because of the hog industry. NafionBtly, 
exports sccouMed £>r ISK of D8 production in^6. The final cow of the table indicatas the 
impact ofpotk exports applied et due lalB to the District The table eatimates ere based on 32.8% 
of the state’s hog prodnotion, yetNAnska’i Ist District has ell ofNebnukn’s mi^hog 
slaughter eapacily tans tae actual impact oo the rest of the eccmamy may be larger than reflected 
jo the table. 


Economic Value of the Pork lodiistiy in Nebraska's 1st Congressional Disirict 2006. 


Total Sales 

(») 

Hog nrxbictioa 252,009,616 

Seit of Agricuttnre 25,631,940 

Best of Eocrmnqr 583,170,010 

Total 860,811.567 

Due In Et^oila 129, 121,735 

Source; IMPLAN Model Sat Nefara^ 


Labor hacome 

Value added 

Jrtas 

<S) 

(S) 


14,278,306 

22,895,722 

499 

8,471,417 

14,359,076 

175 

103463.862 

160,805,174 

2,860 

126^113,585 

198,059,973 

3434 

18,917,038 

29,708496 

530 


' ExtenahmBconomisla, Iowa State Univenity, Ames, lows 
^ The Nebraska Pmfc hi^try 2006: Patterns and Econmnic ht^icntaiice 
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ScanomiG ImpBeti Aifoctated wMi Hog Frodaetlim in Mtanuri'i 
Ak CongnMiwd DiMrlet 
Dsaiet Otto snd John D. lAwnoce' 

Thepodc induatiy inMiiSoiiri ia nm^genastor ofjcIjsaiiiliiHamB fiv (be iMb'i nxmomy. 
TlieHiiBpw^cuibedcBKaBtnittdatiegtaadlBvebuwen. 11iBhog|«ndii(^ioaacciiiiinghi 
MitsKHui'i 601 CoagrewiMial Diitrict make it the 12lh laigeat hog {xoducing leglan in 0 ib Umteil 
States. The RHRilfa flora 0iestatBwj4e^ study of the hog lOihHlty in Musoisi can tw used to 
ertiimte die econmiiie contributhni of the hog industry to Missoiul's 6th Gongvessknul IMitrict 

Based on the most recenC^ cvailshis infinmalion in die 2002 Ag Census, S8S fiBnms hi 
Misaonri's 6lli Congressional DMct have 42.1% of the state’s hog invcaloiy. Using Ads share, 
in 2003 hog producers in the diitiiet maikeled 1.98 millioa head veined at an estfans^ $290.3 
million. As a significant agriculturel value-added acdvily, hog prodiictiini in the xegioa uses 
odtrasgiicnltaiBlti^iits in Its production process. AnraticietodlS.2miIlianl«dielsofcoraaiid 
100,833 tons of soybean mesl as well ss a significant amount ofodra: hgmts are used by h<^ 
prodiMstiDa in Missomi's 6& District 


The hog jnoduclion activities also have secondary efflets in the local econoB^'. Because 
specific engdoymeot nionben in slsughlcr and processing ere not diBCIosed st regional levels, we 
can use the state nuBibm pro-nted 1»ck to the dialiict level, based on hog prodnstioB numliets, 
to BSthmde total tegkaiBlBcraiatiiiB impacts. The results oflhis proems ate presented in the 
table bdow. The n90J motion of hog nunhetmg dhectly supped 474 jobs and ^.7 milljon 
oftneome in hog production. ThiaiiipportB an additional 471 jobs in tha rest of s^ositure. 
When pork procBBsing is included and dhrou^ economic Unloges and secondary impacts to the 
test of the economy, sn estimated total of 4,547 jobs, $170.9 miUioa of income and $992.6 
million of total salm bib generated in dm District's economy because of die hog indnsby. 
Nationally, erqpmts accounted fiir 13% ofUS production in 2006. The final tow of die ttdile 
indicates^ inpact of pork exportiipplied at diu rate to die DiMrict the table estimates ate 
based on 47.1% of die state’s bog production, yet Missouri’s 6di DiBtiict has afi of Miasouti'B 
s laugh te r capacity dnn the actuel impact on the rest of the econoiny may be larger than reflected 
in the table. 


Boonontic Value of die Foric Industry in Missouri's 6di Coagreasianal Dtshiiti, 2006. 



Total Sales 

Labor hicome 

Value added 

Jobs 


(») 

(« 

(») 


Hog Production 

290,269,293 

22,706,618 

33,243,062 

474 

Beat of Agiicolture 

23,369.833 

6,764,057 

10,972,869 

471 

BeriofBcommy 

678,978.373 

141,474,320 

231,474,703 

3,601 

Total 

992,617,499 

170,944,995 

275,6^634 

4,347 

Due to Exports 

148,892,625 

25,641,749 

41,353,595 

682 


Source: IMFLAN Modd flr Missouri 

' Extension Economists, Iowa State Univezsify, Ames, Iowa 
^ The Missouri Fork In^tiy 2006: Patterns and Economic In^oiiance 
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BcoBomic ImiwM AModated wltt Hi% ProdacUiM In lown’i 
1'‘ Cmereiilonai DMrict 
Daniel OttD end John D. Lawienoe' 

Hie poiic indoatty in Iowa is a nugor genoBtDT of join and income fin- die state's cwoonoi^. 

These inRoc^ can lie demonstrated at n^jonal levels as weE IlbeliogiaoAictiamocmamgin 
Iowa's 1” Omgressional District make it the 6th kig ptmhicing re^n hi the Dated 

States. Hmmwte&omttestatewids' study oftbobofinditejy in Iowa cm be used to estimate 
the economic eiNitiSniluHiofthe hog indushy to Iowa’s l^C^m^wshinal District 

Basedondminostrecra^avdlaUeiofininationintbeZOtKZ AgCeaisas, 1815 fiumers in Iowa’s 
1** Cong^eraioiial District have 12.2% of the state's hog inveatoty. Using flns shwa, in 2005 bog 
prodocers in the dterictmaiketed 3.6 million head valued at an estiimtedS524.6iiii]liim. Asa 
significant a^icnltml vahie-adted activily, hog prodoctum in the region uses odto' agricnltnrsl 
inputainilsprodDEtioninooess. An estimatni 36.1 million tedaelsofcom and 230,000 tona of 
soybean mol sa wdl as a significant tmount of other iigmtB are used by hog ptodnotion in 
lowa’i 1* District. 

The hog production activities also have secondary efihctB in the local monofiiy. Because 
^Mwific employment numbers in slaughter and procestiag are not disclosed id leghmsl levels, we 
can use die state anrabers pio-ratad b^ to dm district leve], baaed <» Img prodnctian nandieta, 
to eatSinats toCt] legianai economic ingMca. TheiesnlisofthispioceBs are Resented in die 
table below. The $524.6 million of bog nuuketsig diiecdy stgipoils 776 jobs and $36.7 iiiillton 
of Income in hog productioD. This stgipaits an additional 626 Jobs in the net of agricultme. 
When pork processing ii included and dnough economic linlo^es and secondary iiqMcts to die 
rest of the economy, on estunated total of 7.640 jobs, $268.8 million of income and $1.8 billion 
of total salm are generated in die District’s economy because of the bog induitry. Nationally, 
exports accounted for 15% of US production in 2006. The final row of the table indicates die 
impact of pork aqwtls applied at diia rate to the Distiicl The table estiniatei an based on 12.2% 
of the stale’s hog jnodoclton, yet Iowa's 1* District has 17% of Iowa’s aluigbter cmiaoity (bus 
the actual ingiaol on the rest of die economy may be huger diBD refleoted In die table. 

Ecanomio Vahie of die Podr tetosby in fowa's 1st Confpessioiul Distiict, 2006. 



TtotalSalee 

Labor focomB 

Value added 

lobs 


<S) 

(») 

<$) 


Hog Production 

524,647,946 

36,715,680 

1X306,917 

86,523,474 

776 

Rest of AgricnUnte 

104.705,268 

36.104,497 

626 

Rest of Economy 

1,180,074,613 

219,774,143 

342,938,233 

6,237 

Total 

1.809,427,709 

268.796,741 

465.566,207 

7.640 

Dnetoeaports 

271,414,156 

40,319,511 

69,834.931 

1,146 


Source: IMFLAN Model for Iowa 

‘ Extension Bcoaomists, Ibwa State Umvcssity, Ames, Iowa 
^ The Iowa Poric hidualiy 2006: Patterns and pj.niifutiir. imptatance 
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Ecnaomie lupaMi AiiociBtcd wUh Bog Prodoction Imra’s 
5<li ConsnuiiaHtDlitrlet 
D«oid Otto ind John D. lAwioice' 

The pcnk rakkiBby in laws is a m^ior gmsistor of jol>i sad tocome ftc die itste’i econoogt- 
These iaqncta cm be demonstested atregioiial levels as weU. Tbe bogiaodiiction ocEuziiiig in 
Iowa's SfhCongreBidonBinbliiBtiiiake it (he oumbCT 1 hogpcoduEingiegioBiotheUidted 
States. Tlie results fiom die stsiewide^ study ofdie hog inAsdiy in Iowa cm be used to estimste 
die economic caotributioii of the bog indusby (o Iowa's Sdi Congiessioiial Datiict 

Based on die most leceetly available infiuiiudion in liw 2002 Ag Census, 2,505 ianneiB in 
lowa’8SdiC(nigiessionalI>istzicthBv«36.95iofdiestats’sboginventoiy. Uringttussliaie,m 
2005 hog ptodiicen indie dhtruit marketed 10.9 million head vshied at m mtimated S1.S9 
biUioB. As a sigmficant agricultural value-added activity, bog production in die region uaes 
odmr agriouhunl inputs m its prodnothinpraoeaa. Aneatunatod 109inilliimbiisbelBofcomaiid 
751,900 tona of soytem meal as weU aa a signidsaiil amount of odier ingnts aro uaed by hog 
prodlKtioainbwB'i SdiDiattlid. 

The Img production acdvdiesabo have secondaiyeflbctt In die local ccoBoiBy. Becauae 
qiBcific etnphiyinmt minibers in slangblnr and processing annatdhdoaed at regional leveta, we 
can use dw stats luiittbeni pro-rated back to die dialrict level, baaed on Iwg produoticn numbers, 
to esdmate total regional economic impacts. Thensnltsof ddspiocMS ateineMatodindie 
fable bdow. The $1.59 billion afbog marketing diiecdy iqipoiM 2,348 jobs and Sill ndlUon of 
income in hi^ production. This tupporta an additional 1,893 joba in thereat of agricuItiiiB. 

When poik procosring is included and dnough economic linkagea and secondaiy bepacts to die 
rest of the economy, aa estimated total of 23,108 jobs, $813 million of income and $5.5 MUion 
of total salm are generated in the Diatxict’s economy because of the bog industry. Nadonally, 
eiqKnts accounted fi>r 1556 of pcodnction in 2006. The final row of the table mdicataa die 

inpect of poric espmlB applied at diia late to the District The table eatimatea are baaed on 36.9% 
of die state’s hog praducdon, and lowa’a 5tfa District has 37% of Ibwa’i ilanghter capacity dius 
the actual intpact on the rest of the economy should refleot in the values in the table. 


Economic Value of the Folk Industiy in Iowa’s 5di Congressional District, 2006. 



Tolal Sales 

Labor Income 

Value added 

Jobs 


(*) 

(*) 

(*) 


Biog Fiodiicttoo 

1,386.843,017 

111,049,886 

261.698,047 

2,348 

Rest of Agiicttltme 

316,690,523 

37,223,381 

109,201,307 

1,895 

RestofEoononty 

3,569,242,068 

664,726,711 

1,037,247,606 

18,865 

Total 

5,472,777,252 

812,999,979 

1,408,146,970 

23,108 

Due to Eiqiorts 

820,9164$8 

121,949,997 

211,222,046 

3.466 


^nnse: INffLAN Model fiir Iowa 


^ ExtBisiMi EcDnomisti, Iowa State Univeraity, Ames, fowa 
* The lows Pmk IndiMtcy 2006: PattEtna and Economic Impoilance 
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JUNE 13, 2007 
WASHINGTON, DC 

Chairwoman Velazquez, Representative Chabot, members of the Committee, I 
appreciate the opportunity to testify before the House Committee on Small Business 
today on the subject of U.S. Trade Policy and Small Business. 

The New Wave of Globalization 

Our economy is imdergoing a profound transformation. Although the 
individual elements feel familiar, the combined contours are imprecedented - in scope, 
speed and scale. 

China is successfully pursuing a growth strategy that is export-led and foreign 
direct investment fed - at a scale that has never been seen before. As a result, its rise is 
sending waves to the farthest reaches of the global economy - swelling the coffers of 
resource producers and becoming deeply embedded in global manufacturing supply 
chains. No economy has been left untouched. 

India's concurrent economic emergence has greatly added to the scale and scope 
of the new wave of globalization. While India has pursued a growth strategy more 
reliant on domestic consumption and investment than China, nonetheless its success in 
exporting higher skilled "knowledge" services, such as software programming has led 
to a stunning expansion of the scope of globalization. 

Many American businesses large and small are thriving on the new 
opportunities created by breathtaking growth of more than 9 percent for the two most 
populous nations in the world - along with strong growth in other developing 
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economies around the world— and the entry of hundreds of millions of consumers into 
the middle class. 

But other American businesses are confronting foreign competition at an 
intensity and scale they have never experienced before. They are faced with the choice 
of moving over or moving up the value chain, concentrating on functions such as R&D 
or marketing that have unique advantages here, or diversifying their geographic base. 
In addition, many businesses in the services sector are confronting the reality of low 
wage foreign competition for the first time, and that number will grow substantially 
over the next decade. 

While it may feel familiar, the current episode of global integration dwarfs 
previous episodes. An economy with a labor force of 1.7 billion has been abruptly 
confronted with absorbing a labor force of 1.2 billion —with wages as much as 90 
percent lower. The entry of India and China amounts to a 70 percent expansion of the 
global labor force. That is more than three times bigger than the globalization challenge 
of the 1970s and 80s associated with the sequential advances of Japan, South Korea, and 
the other Asian tigers. 

Textbook economics would predict a squeeze on wage earners until capital and 
technology investments adjust. Indeed, the data suggests inequality is once again on 
the rise in many of the world's richer economies. In the United States, profits are 
capturing a larger share of income and wages are capturing a lower share than at any 
time in the last 50 years. 

The Role of Small Business in a Global Economy 

As the most dynamic and flexible stratum of the economy, small business is on 
the front lines of this new wave of globalization. As a microcosm of the overall 
economy, there is enormous diversity within this group of businesses. Many small 
businesses are encountering rmprecedented growth opportunities associated with the 
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new wave of globalization and are rapidly integrating into global supply chains. 
Meanwhile, others are struggling to compete with low wage foreign competitors for the 
first time. 

The old product life cycle model predicted that businesses would first grow and 
mature in their own markets before moving overseas. But this linear model no longer 
fits the high tech, high speed, highly global economy of today. It should come as no 
surprise that many entrepreneurs are identifying new markets overseas early in their 
growth and quickly moving to explore them. It is well known to this committee that 
small businesses account for 97 percent of all exporters and nearly a third of total U.S. 
export value. In the wake of NAFTA, Mexico and Canada became the top two markets 
for small business exporters in value terms. Now we are seeing record numbers of U.S. 
small and medium enterprises (SMEs) making forays into China's market with the 
result that China is now the highest growth market for SME export transactions. 

Because they are so often on the front lines of globalization - both in taking 
advantage of opportunities and in facing adjustment pressures - small businesses have 
a disproportionate stake in the policies affecting globalization. But by the same token, 
small businesses face higher transactions costs relative to their size as they venture 
abroad and as they seek to influence the policy environment in comparison with large 
companies and especially multinationals. 

On the export opportunity side, small business has an enormous stake in the 
establishment of transparent trade and investment rules - and in their enforcement. 
Most small businesses simply do not have the scale or resources of the major 
multinationals to spend long months and even years identifying and getting to know 
the foreign officials who have bureaucratic jurisdiction over their exports and 
investments. Nor do they have the internal resources to study the minutiae of widely 
varying trade and investment provisions for each new market. As such, small 
businesses have a disproportionate interest in the establishment of a clear rules-based 
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system with clear enforcement of intellectual property rights, nondiscriminatory 
standards, predictable customs procedures, and accessible distribution channels 
whether direct or electronic. They also benefit from easily accessible export promotion 
services when contemplating opportimities in unfamiliar markets. 

Similarly, when an unanticipated surge of foreign competition causes injury to 
domestic producers and their employees, small businesses may have less internal 
wherewithal to cushion the blow, so that government remedies and adjustment 
programs become all the more important. But it may be difficult for small businesses to 
secure relief in a timely and effective manner if the eligibility process is time-consuming 
and daunting and there are high transactions costs to establish industry-wide injury, for 
example. 

Wherever small businesses find themselves on the spectrum of opportunity and 
adjustment, it is important to emphasize that the vibrancy of our small business sector 
will remain a key comparative advantage for the United States in the global 
marketplace. Rates of entrepreneurship remain significantly higher in the United States 
than in other advanced economies - and this is especially true for so-called "high 
expectation" entrepreneurship. America's sophisticated financial markets remain 
unequalled globally in providing risk capital to high-growth potential entrepreneurs. 
The ease of starting up and expanding a business are enormous advantages that are 
now recognized the world over through the annual publication of the World Bank's 
Doing Business report. So as we think about how to help America's small businesses 
thrive and adapt in an increasingly competitive marketplace, it is important to start 
from the foundation of ensuring a favorable environment here at home. 

Helping Small Business Compete Effectively 

Maintaining America's preeminence in the global economy while supporting 
rising living standards and easing adjustment to the bracing winds of global commerce 
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requires a seamless web of forward-looking policies -not a patchwork of uncoordinated 
policies that address yesterday's challenges. While the key elements of an effective 
national competitiveness strategy are likely to be the same for businesses of aE size, 
programs within each pUlar must be tailored to address the special challenges and 
strengths of small businesses. A truly effective set of policies would include three 
piEars; 

1. Investments in Competitiveness 

Investments in 21“' century education, innovation, and infrastructure will be critical 
to ensure that America remains the most attractive economy in the world to produce 
high-value goods and services. On innovation, this means increasing funding for basic 
R&D and prizes to reward irmovation, sustaining a well-designed tax credit for 
innovative activity, and allocating research funding against national challenges, such as 
energy and climate security. It means strengthening programs like the NIST 
Manufacturing Extension Program, which supports the competitiveness of U.S. based 
manufacturing by helping small businesses incorporate new technology and best 
practices. It also means improving broadband access. These measures are particularly 
critical to those small businesses whose core strength is as innovation incubators. 

On education, it means improving the teaching of science and engineering and 
making these fields more attractive to students through fellowships and industry 
linkages. While America will never win at the numbers game, we can do a better job of 
systematically emphasizing innovation and problem solving in our educational 
system— skills where America must continue to excel in order to remain at the 
commanding heights of the world economy. It also means improving America's 
attractiveness in an increasingly competitive worldwide market for talent. Finally, 
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attention must extend to lifelong learning so that American workers can upgrade their 
skills as frequently as they are likely to change jobs. 


2. Strong International Rules 

Small business more than any other segment depends centrally on the negotiation 
and enforcement of strong, transparent international rules to compete effectively in 
foreign markets. U.S trade policy can benefit small business not just by securing lower 
tariff and nondiscriminatory standards across services, agriculture, and manufacturing 
but also by working towards customs procedures that are predictable, fair, and not 
unduly burdensome, and improving intellectual property enforcement. It is also critical 
that the U.S. work actively to prevent sustained exchange rate misalignments, such as 
the undervaluation of the Chinese yuan. 

While small business as a group may have disproportionately high interests in the 
enforcement of strong trade rules, it is difficult for small businesses to actively monitor 
and seek to influence the priorities of our negotiators. The special consideration that this 
committee has asked the agencies responsible for trade negotiations, export promotion, 
and trade remedies to give small business is thus entirely appropriate. The special 
financing provisions that are available to small business through Exim, OPIC, and SB A 
are also critical to help small businesses with more limited financing options penetrate 
foreign markets. 

3. Adjustment Assistance 

For small businesses and their workers who find themselves on the front lines of the 
new wave of globalization, strong adjustment programs are critical. Improving Trade 
Adjustment Assistance (TAA) to better meet the needs of small businesses and their 
employees calls for making the time consuming and excessively burdensome eligibility 
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determinations faster and more automatic - triggered for instance by sector-wide 
adjustment - and tied to globalization broadly, not just trade agreements. Some of the 
changes under consideration in the context of TAA reauthorization this year have 
important implications for small business. Given the importance of smalt business in 
the services sector and as suppliers to large companies competing in the global 
marketplace, it is critical to extend the coverage of TAA to the services sector and make 
the provisions for secondary impact more effective. Improving TAA for firms so that 
adjustment policies are proactive and forward-looking is also critical for helping small 
businesses to adapt and survive, as are rapid response programs for community 
adjustment. TAA benefits should be flexible so that starting a small business becomes a 
viable option for more dislocated workers. Finally, TAA should be strengthened to 
provide for affordable health insurance during transitions and a flexible combination of 
income support during periods out of work, wage insurance to cushion against 
significant wage losses during reemployment, and training opportunities that are 
flexible, accessible and attuned to the marketplace. 


* * * 

As we navigate the turbulent waters of this new era of intensified globalization, 
America's vibrant small business sector will remain a critical comparative advantage. 
Many of America's small businesses will thrive as they take advantage of exciting 
opportunities in foreign markets, while many others will face challenges as they 
confront competition from lower wage economies. Execution of a strong national 
competitiveness strategy built on the pillars of innovation investments, trade and 
currency rules, and adjustment assistance will be critically important for the small 
business sector. It is important for policymakers to make sure the small business 
commimity is heard in the design of these policies and special emphasis is placed on 
ensuring programs are accessible. 
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“The Large Stake of U.S. Small Business in an Expanding Global Economy” 

Testimony by Daniel Griswold 
The Cato Institute 

Before the House Small Business Committee Hearing 
On “U.S. Trade Policy and Small Business” 

June 13, 2007 

Chairwoman Velazquez, Ranking Member Chabot, and other members of the House 
Small Business Committee, thank you for allowing the Cato Institute to testify today on 
the important subject of the foreign and domestic market access issues faced by 
America’s small companies. 

America’s growing engagement in the global economy is not just a story of the Fortune 
500. Increasingly, small and medium sized U.S. companies are entering global markets 
not only to sell but also to buy and invest. In response. Congress and the administration 
can and should do more to open new opportunities for U.S. small businesses to remain 
competitive in a globalized economy. 

Members of Congress should start from the premise that expanding trade and 
globalization are not a threat to American companies but an opportunity. We should 
reject the protectionist and defeatist arguments that portray the U.S. economy in general 
and American manufacturing companies in particular as victims of global competition. 
Nothing could be further from the truth. 

How Expanding Trade Benefits Small Business 

First, globalization is a reality for American companies of all sizes. Americans have 
never earned or spent a higher share of our income in the global economy than we do 
today. In 2006, as you can see in Figure 1, what we earned through the export of goods 
and services and income from foreign investments abroad reached a record 15.6 percent 
of gross domestic product. What we spent for imported goods and services and payments 
on investments in the United States reached a record 22.2 percent of GDP. Small 
businesses that shun global markets are missing the growth opportunity of our time. 

Second, U.S. small businesses have benefited as exporters into a growing global market, 
including China. Last year, U.S. exports of goods to the rest of the world topped $1 
trillion for the first time ever. U.S. exports of services also reached a record $422 billion. 
The Internet, global telecommunications, and an increasingly complex global supply 
chain have opened opportunities for smaller U.S. firms to supply goods and services to 
global markets or to larger U.S. companies that sell to those markets. 

China is no exception, despite misguided complaints about China’s currency and trade 
practices. Between 2000 and 2006, U.S. exports of goods to China increased from $16.2 
billion to $55.2 billion — an annual growth rate of 22.7 percent. U.S. exports to China 
grew more than five times faster than U.S. exports to the rest of the world during that 
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same period.* America’s leading exports to China are soybeans, cotton, and other 
agricultural products; plastics, chemicals, wood pulp, and other industrial materials; 
civilian aircraft; and semiconductors, computer accessories, industrial machines and other 
machinery.^ 

China’s market has also created expanding opportunities for U.S. investors and service 
providers. In 2003, according to the most recent figures, U.S. companies sold $48.8 
billion in goods and services in China through majority owned affiliates located in 
China.^ In addition, U.S. companies exported $9.1 billion in private services to people in 
China in 2005, making China our third largest service customer in Asia.'* Given China’s 
spectacular, double-digit growth, those opportunities will continue to grow. 

Large multinational companies have not been the only beneficiaries of expanding exports 
to China. According to the U.S. Department of Commerce, more than one-third of U.S. 
exports to China are produced by small and medium-sized enterprises (SMEs) in the 
United States. In 2003, the most recent year for figures, a total 16,874 U.S. SMEs 
exported to China, more than five times the number of SMEs that were exporting to 
China in 1992. China is now the fourth largest export market for American SMEs and the 
fastest-growing major market.^ An “undervalued” yuan does not appear to have 
dampened the ability of U.S. companies, large, small or in between, to sell in China’s 
rapidly growing market. 

Third, U.S. small businesses benefit from import competition. Granted, some U.S. 
eompanies find it difficult to compete in more competitive global markets, but many have 
also benefited from access to more affordable raw materials, intermediate inputs, and 
capital machinery. In fact, more than half of what we import each year are not consumer 
goods but goods U.S. companies use to make their final products. Imported petroleum, 
lumber, iron ore, steel, mbber, computer chips, bearings and other parts are used by small 
and large U.S. firms alike to produce their final products at more globally competitive 
prices. Imports allow smaller U.S. firms to acquire the capital equipment they need, 
including computers and industrial machinery, to meet their competition. Import 
competition thus promotes innovation, efficiencies and ultimately the productivity gains 
that lead to both higher profits for shareholders and higher real wages for workers. 

A more open U.S. market also feeds back into more export opportunities in foreign 
markets. Foreign producers who can sell more freely in the U.S. market thus earn more 
dollars in which to spend on U.S. products and services for export. More efficient U.S. 
producers are better able to gain and expand market share abroad. Foreign governments 
are also more likely to negotiate greater access to their own domestic markets if the U.S. 


' U.S. Department of Commerce, “U.S. Trade in Goods (Imports, Exports and Balance) by Country,” 
www.census.gov/foreign- trade/balance/index. htmWW 

^ U.S. Department of Commerce, “U.S. Exports to China from 2001 to 2005 by 5-digit End-Use Code,” 
www.census.gOv/foreign-trade/statistics/product/enduse/exports/c5700.html. 

^ U.S. Department of Commerce, Survey of Current Business, July 2005, p. 25. 

“* U.S. Department of Commerce, Survey of Current Business, October 2006, p. 44. 

’ U.S. Department of Commerce, “The Role of Small and Medium-sized Enterprises in Exports to China: A 
Statistical Profile,” December 2005, p. 3-4. 
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government offers more access to our market. As research by my Cato colleague Daniel 
Ikenson has shown, U.S. companies have enjoyed the fastest export growth to the very 
same countries that have also seen the fastest growth of their imports to the United 
States.® 

For all those reasons, exports, imports and output tend to grow together, all to the benefit 
of U.S. small businesses. Further research at the Cato Institute has shown a strong 
positive correlation between the amount of manufactured goods we import and the 
amount we produce domestically. Figure 2 shows the change from the previous year in 
real (inflation-adjusted) manufacturing imports’ and manufacturing output® in the United 
States for each year since 1989. The percentage change in real manufacturing imports 
from the previous year is plotted on the horizontal axis, and the percentage change in 
manufacturing output from the previous year is plotted on the vertical axis. As the chart 
shows, U.S. manufacturing output grows most rapidly in the very years in which imports 
of manufactured goods also increase the most rapidly. For small, medium and large U.S. 
companies alike, trade and prosperity are a package deal: The more we prosper, the more 
we trade; the more we trade, the more we prosper. 

Fourth, U.S. small firms benefit from access to global capital. Foreign producers who sell 
in the U.S. market can also use their earnings to invest in our domestic economy. In fact, 
the large surplus of foreign capital flowing into the U.S. economy each year is the mirror 
image of the U.S. trade deficit. The net inflow of foreign capital can be invested directly 
in U.S. factories and other facilities, creating direct employment for more than 5 million 
Americans and creating customers for domestic U.S. suppliers. Foreign capital also puts 
upward pressure on bond prices and thus downward pressure on long-term U.S. interest 
rates. According to a recent study from the National Bureau of Economic Research, 
foreign investment in the U.S. economy has lowered long-term interest rates by almost a 
full percentage point.* Lower rates, in turn, mean lower mortgage payments for American 
families and lower borrowing costs for U.S. small businesses, allowing them to expand 
their productive capacity. Lower borrowing costs have also stoked demand for durable 
goods such as cars and appliances, benefiting U.S.-based manufacturers. 

Fifth, U.S. industry, including small and medium sized manufacturing firms, can thrive in 
a globalized market. It is a myth that America is “de-industrializing” or that our 
manufacturing base is shrinking. Tens of thousands of U.S. manufacturing companies are 


* Daniel Ikenson, "Leading the Way: How U.S. Trade Policy Can Overcome Doha’s Failings,” Cato Trade 
Policy Analysis no. 33, June 19, 2006, pp. 11-12. 

’ Manufacturing imports are defined as industrial supplies and materials, capital goods, automotive vehicles 
and parts, and consumer goods. See U.S. Commerce Department, “National Income and Product 
Accounts,” Bureau of Economic Analysis, Table 4.2.6., Real Exports and Imports of Goods and Services 
by Type of Product, www.bea.doc.gov/bea/dn/nipaweb/index.asp. 

* Manufacturing output is measured by the annual average of the Federal Reserve Board’s monthly index of 
manufacturing output. See U.S. Federal Reserve Board, “Industrial Production and Capacity Utilization: 
Historical Data,” Industrial Production, Seasonally Adjusted, Tables 1 and 2, 
www.federalreserve.gov/releases/gl7/ipdisk/ip.sa. 

’ Francis Wamock and Veronica Wamock, “International Capital Flows Alter U.S. Interest Rates,” 

National Bureau of Economic Research, NBER Working Paper No. 12560 . October 2006. 
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producing a higher volume of goods today than ever before. As Figure 3 illustrates, the 
total volume of output of U.S. manufacturers has reached record territory. Since 1994, 
when both the North American Free Trade Agreement and the World Trade Organization 
came into being, manufacturing output has grown by more than 50 percent. Thousands of 
small U.S. manufacturers have participated in the expansion fueled in part by our nation’s 
growing globalization. 

A Trade Agenda for U.S. Small Business 

America’s small companies need a trade policy that expands their freedom to sell, invest 
and buy in a growing global economy. In general, U.S. small businesses can grow and 
compete most effectively in a domestic economy that avoids uncompetitive tax rates and 
burdensome paperwork and regulations. Small businesses also need flexible labor 
markets that allow them to hire the workers they need to meet the needs of their 
customers. Comprehensive immigration reform and an increase in visas for highly skilled 
workers would enhance the ability of U.S. companies to meet global competition. 

On the trade front, U.S. small businesses benefit when the United States signs bilateral, 
regional, and multilateral trade agreements that reduce trade barriers with our major 
trading partners. Those agreements not only reduce barriers to trade but they also 
establish predictable and enforceable rules that increase transparency when smaller U.S. 
companies venture abroad. Free trade agreements with the countries of Central America, 
Chile, and other trading partners have already stimulated an increase in U.S. exports and 
have opened up new opportunities for U.S. companies to reach new customers, just as the 
North American Free Trade Agreement has expanded opportunities in Canada and 
Mexico. Absent trade agreements. Congress should reduce remaining U.S. trade barriers 
unilaterally. 

What U.S. small businesses do not need are higher trade barriers to our domestic market 
or more federal subsidies to supposedly promote exports or foreign investment. Punitive 
tariffs against a country such as China would threaten to drive up costs for U.S. small 
businesses that import intermediate products from that country. A trade war would also 
jeopardize export opportunities in growing markets abroad. Antidumping orders and 
other tariffs against such imports as steel or agricultural commodities drive up costs for 
domestic producers, many of them small businesses, who use those imports in their final 
products. For the same reasons, a dramatically weaker U.S. dollar, while benefiting 
certain U.S. exporters, would drive up the costs U.S. small businesses pay for imported 
energy, parts and capital machinery. 

Nor do U.S. small businesses need a larger share of federal subsidies for international 
trade. While small and medium sized companies do qualify for such programs as the 


For the impact of steel tariffs, see Daniel Ikenson, “Ready to Compete: Completing the Steel Industriy’s 
Rehabilitation,” Cato Trade Briefing Paper no. 20, June 22, 2004, pp. 5-6; for the impact of agricultural 
trade barriers on U.S. producers, see Daniel Griswold, Stephen Slivinski and Christopher Preble, “Ripe for 
Reform: Six Good Reasons to Lower U.S. Farm Subsidies and Trade Barriers,” Cato Trade Policy Analysis 
no. 30, September 5, 2005, pp. 4-6. 
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Export-Import Bank and the Market Access Program, they account for a small dollar 
share of total federal support. U.S. companies do not need federal subsidies to compete 
effectively in global markets. Our research at Cato has shown that U.S. exporters have 
outperformed their counterparts in Great Britain, Germany, France, Canada and Japan 
even though the share of U.S. exports receiving government support is much lower than 
exports from those coimtries. Most U.S. export subsidies go to firms that do not 
experience subsidized competition abroad. '* U.S. and global markets are currently awash 
in private capital ready to finance new trade and investment opportunities. Federal export 
subsidies do not promote more exports but only reshuffle the export pie in favor of larger 
U.S. companies, crowding out smaller exporters. 

If Congress and the administration want to increase opportunities for U.S. small 
businesses to compete and thrive in a global economy, they should work together to 
reduce barriers to international trade and investment wherever they exist. 


Figure 1. 


America's Growing Globalization 

(Exports and Imports as a share of GDP, 1900-2006) 



1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 

Sources: Historical Statistics of the United States, Economic Report of the President 2007, and 
Bureau of Economic Analysis. 


” Aaron Lukas and Ian Vasquez, “Rethinking the Export-Import Bank,” Cato Trade Briefing Paper no. 15, 
March 15, 2002. 
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Figure 2, 


U.S. Manufacturing Imports and Output 

(1989-2006) 



Change in Real Imports of Manufactured Goods 

Sources: Bureau of Economic Analysis; Federal Reserve Board. 


Figure 3. 


U.S. Manufacturing Output, 1980-2006 

(Monthly index, 2002 ^ 100) 



Source: Federal Reserve Board 
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